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NORMATIVE IMPLICATIONS OF 
THE “NEW COMPETITION” 


BY KARL DE SCHWEINITZ, Jr.* 


| THE years since World War II economists have devoted much 
analytical energy to an appraisal of the competitiveness of the 
American economy. The subsequent discussions and controversies 
in this regard have revealed two polar positions that lead to contra- 
dictory policy conclusions. One holds that the structural attri- 
butes of economic organization afford the best criteria for measur- 
ing competition: the American economy, since it is characterized 
by the predominance of large-scale business enterprise, lies closer 
to the monopcly end of the market continuum than to the competi- 
tive end. The other maintains that the true test of competitive 
behavior devolves upon the performance of business enterprise: 
the concentration of economic power in the structure of Ameri- 
can industry belies the competitiveness of the American economy, 
as shown in its capacity to innovate and to raise per capita income. 

The latter view has acquired a large enough following to 
justify the designation “new competition.” It is indeed an attrac- 
tive doctrine, for it seems to be based firmly in the realities of 
economic life. Rather than observing the world through purely 
competitive glasses, and consequently suspecting the presence of 
monopoly in all non-farm economic activity, the proponents of 
the new competition look at the record of business enterprise. 
And the record, they believe, shows a number of dimensions in 
which firms compete, only one of which is price. Product design, 
research, advertising, and services are equally important competi- 
tive media. Moreover, it is alleged that the new competition is 
ubiquitous, for inter-industry competition is as important as 


* AurHor’s Nore: I am indebted to Fred M. Westfield, Charles M. Tiebout, Walter 
Adams, and Irving Brecher for valuable comments in connection with the prepara- 
tion of this paper. 
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intra-industry competition. Trains are substitutable for planes, 
and buses for trains. As the variety of goods constituting the 
product mix increases, inter-industry competition becomes greater. 
No firm can lead the quiet life, for although it may have nothing 
to fear from within the industry, the crucial threats come from out- 
side. While the economists of the new competition thus proclaim 
that appearances are deceptive and that prices, after all, are not 
much greater than marginal costs, the publicists and staff writers 
of the business press hail the vindication of large-scale enterprise.' 

The new competition lends itself to a comfortable, if not com- 
placent, interpretation of the state of the American economy. But 
one cannot help suspecting that it is a little too comfortable, and 
that its supporters, possibly lulled into a false sense of security 
by the postwar capacity of the American economy to generate full 
employment, have preempted standards for evaluating competition 
that are unstable. In this paper I propose to raise some problems 
in connection with the normative standards for measuring the 
new competition. Moreover, because the new competition is 
oriented so strongly toward policy, I shall consider some of its 


political implications. 


As a normative system, the purely competitive model established 
certain behavioral requisites for the maximization of economic 
welfare. Firms were not to become so large relative to the markets 
in which they purchased productive services and sold final products 


1 Rather than identify particular economists who adhere to these views, I shall 
indicate the sources on which the doctrine rests. The following references are by 
no means exhaustive, but they seem to be those that have had a germinal influence 
in the thinking of American economists. Joseph Schumpeter, Capitalism, Socialism, 
and Democracy, 3rd ed. (New York 1950) especially pp. 63-106; J. M. Clark, “Toward 
a Concept of Workable Competition,” in American Economic Review, vol. go (June 
1940) pp. 241-56; E. H. Chamberlin, The Theory of Monopolistic Competition, 5th 
ed. (Cambridge, Mass., 1946); Edward S. Mason, “The Current Status of the 
Monopoly Problem in the United States,” in Harvard Law Review, vol. 62 (June 
1949) pp. 1265-85. Popular versions of the new competition have been given wide 
currency by David Lilienthal in Big Business: A New Era (New York 1953) and by 
the editors of Fortune in USA—The Permanent Revolution (New York 1951). 
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that they could perceptibly influence price. ‘Thus constrained, 
firms seeking to maximize profits organize resources at least cost, 
and in a competitive industry produce a scale of output that is 
optimal when measured against the preferences of consumers with 
a given distribution of dollar votes. Most economists believe, 
therefore, that given the supplies of resources, the state of tech- 
nology, and the tastes of the population, individuals realize greater 
utility the more competition characterizes economic organization. 

Although this is not a proposition of formal welfare economics, 
it nonetheless is implicitly assumed in much of the writing of 
economists in the area of competition and industrial organization. 
But its validity depends—aside from the difficulties of applying 
competitive equilibrium analysis to an imperfectly competitive 
world—on the use of criteria in passing judgment that are inde- 
pendent of the allocation of resources; these criteria must not be 
influenced by the organization being evaluated. Otherwise wel- 
fare becomes a slippery concept that never can be grasped, because 
the measuring rod of welfare changes with each change in the 
allocation of resources. In that case it would be difficult to locate 
the highest point in the surrounding economic topography, because 
of the absence of reliable altitudinal signposts. 

Resting as it does on the assumptions of autonomous behavior in 
the firms and households, the purely competitive model circum- 
vents this difficulty. Consumers are assumed to be independent 
of one another, and of firms as well; and in their turn firms are 
assumed to be independent of one another and of consumers. The 
individual preferences manifesting themselves in price-cost rela- 
tionships serve as a vaiid siandard for measuring the welfare 
benefits of an allocation of resources so long as these conditions 
prevail. Where price and marginal social cost diverge, for example, 
one can say that resource allocation is not optimal, since those 
industries in which the former is greater (or less) than the latter 
produce less (or more) than the desirable amount. Monopoly, or 
friction of some sort, prevents the full adjustment of resources to 
the preferences of individuals. 
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Quite obviously the normative applicability of the competitive 
model depends on the extent to which it approximates reality. We 
must ask therefore whether there are significant interdependencies 
in the American economy between firm and firm, or between 
household and household, or between firm and household that 
impugn the assumption of autonomous behavior.? 

As far as the first set of interdependencies is concerned—the 
external economies and diseconomies of production—it is reason- 
able to assert that they exist, and where they do, the competitive 
market does not yield the optimum output.* If there are external 
economies of production the competitive output is too small; if 
there are external diseconomies of production, the competitive 
output is too great. But such interdependencies are not significant, 
for two reasons. One, individual preferences, other things being 
equal, do not lose their autonomous character simply because of 
the prevalence of these external economies or diseconomies. Theo- 
retically it is still possible to render judgment; one output can be 
identified as being too large and another as too small. Two, there 
is no reason to believe that the interdependencies between firm 


2 Interdependencies have not gone unrecognized in the literature of welfare eco- 
nomics, but usually they are assumed to be exceptional conditions not criticaliy 
restrictive to the conclusions of analysis. See, for example, A. C. Pigou, The Eco- 
nomics of Welfare, 4th ed. (London 1946) pp. 190-92, 225-26; Melvin W. Reder, 
Studies in the Theory of Welfare Economics (New York 1947) pp. 62-67; Paul A. 
Samuelson, Foundations of Economic Analysis (Cambridge, Mass., 1953) pp. 223-24; 
Abram Bergson, “Socialist Economics,” in A Survey of Contemporary Economics, ed. 
by Howard S. Ellis, vol. 1 (Philadelphia 1948) footnote pp. 415-16. For more pessi- 
mistic views about the limitations of welfare economics see Kenneth E. Boulding, 
“Welfare Economics,” in A Survey of Contemporary Economics, ed. by B. F. Haley, 
vol. 2 (Homewood, Illinois, 1952) pp. 28-29; William J. Baumol, Welfare Economics 
and the Theory of the State (London 1952) pp. 83-94. 

8 Professor Scitovsky has pointed out that definitions of external economies are 
far from satisfactory, that in the context of general or partial equilibrium analysis 
there are not many cases of direct extra-market interdependencies between firms, 
and that most cases cited in the literature are more properly examples of pecuniary 
external economies associated with “the theory of industrialization of underde- 
veloped countries, where the concept is used in connection with the special problem 
of allocating savings among alternative investment opportunities.” See Tibor 
Scitovsky, “Two Concepts of External Economies,” in Journal of Political Economy, 


vol. 62 (April 1954) p. 145. 
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and firm become relatively more important as the economy grows 
and income increases. If the representative firm in the United 
States is larger in 1957 than it was in 1857, it is not for that reason 
any more or less subject to extra-market influences from other 
firms. Smoke nuisance, a diseconomy, or an externally condi- 
tioned labor supply, an economy, could manifest itself equally 
well in an economic organization of local markets or in one of 


nationwide markets. 

Similarly, the interdependencies between household and house- 
hold—the external economies or diseconomies of consumption— 
do not appear significant. If the utility of some individuals is 
a decreasing or increasing function of the consumption of others, 
this simply means that consumers are not so discrete as the models 
of consumer behavior imply. The observation that one indi- 
vidual has lost his taste for Cadillacs because his neighbor has 
bought one is relevant to the understanding of how utility func- 
tions are formed, but for economic analysis it is no more or less 
relevant than many other observations about exogenous forces 
influencing tastes. 

This is all the more true in light of the fact that there is no 
evidence that these exogenous forces, constituting the social con- 
text from which economic models are abstracted, have created 
greater interdependencies between households with the historical 
growth of the economy. One might argue that in the contem- 
porary American economy the discreteness of the household has 
been destroyed by its links with the trade union, the trade associa- 
tion, the cooperative, the Kiwanis, the Shriners, the church, or 
any one of the innumerable associations that characterize a plural 
community. Having institutionalized so much of the group basis 


4 There is an important class of external economies of consumption that I have 
chosen to ignore here, because they raise problems about the kind of economic 
organization appropriate for producing output. For example, the consumption of 
educational services involves such great external economies—which of course vary 
with the ethical standards of the society in question—that the market typically 
does not call forth an adequate demand. Here, however, I am concerned with the 
area of production which by common consent lies in the province of the market. 
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of social life, the argument might continue, American society has 
increased the cost of independence by formalizing the sanctions 
that can be imposed against those who defy the code and values 
of the group. The difficulty with this position, however, is that 
no matter how important the formal association appears to be 
today, it is not evident that it exerts a stronger influence on the 
individual than the informal, but often rigidly hierarchical, per- 
sonal relationships of the small community. In any historical 
period utility functions are shaped by sociological forces; stand- 
ards of consumption today are no more subject to social forces 
than they were yesterday. 

But if one can ignore the interdependencies between firm and 
firm, and between household and household, with the confidence 
that they are not significant enough to jeopardize the normative 
validity of the competitive model, one cannot similarly ignore 
the interdependencies between the firm and the household. There 
are, in fact, reasons (which will be examined in the next section) 
for believing that such interdependencies are functionally related 
to the development of industrial capitalism in the United States. 
Indeed, it is fundamental to the present criticism of the new 
competition that what its advocates believe to be man 'festations 
of competitive behavior can also be interpreted as evidence of the 
influence that firms exert over households. To the extent that 
this is true their normative assertions about the competitiveness 
characterizing the American economy are extremely difficult to 
evaluate. 

The old competition, on the other hand, was inspired by an 
economic order in which the interdependencies between firm and 
household were not obvious. During the early stages of industrial 
development the economic process was very largely devoted to the 
substitution of factory-produced goods for home- or locally-pro- 
duced goods, as evident, for example, in the expansion of the 
output of textiles or shoes. Since the consumers were familiar 
with the nature of the goods produced, they had the knowledge 
necessary for independent choice. The neoclassical picture of the 
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consumer with given tastes, who maximized satisfaction by bal- 
ancing expenditures at the margin on a bundle of goods whose 
utility-bearing qualities were apparent to all, did not do unwar- 
ranted violence to reality. Firms produced for a market the limits 
of which were established by the preferences of consumers. The 
purely competitive model, therefore, had normative implications 
that were meaningful for the world to which it originally applied. 
The welfare effect of economic organization on the consumer could 
be evaluated in terms of the structure of industry and markets. 
In short, one could say unambiguously that competition was to be 


preferred to monopoly. 
II 


American capitalism has developed certain characteristics that 
cannot help but make one skeptical about the independence of 
households from firms. In the first place, the mass production of 
newspapers, radios, television sets, and motion pictures has pro- 
vided firms with powerful means for attempting to manipulate 
and control, if they so desire, the preferences of consumers. And 
it is the unusual American firm that does not deploy these means 
in strength on incessant campaigns for the attention of the con- 
sumer. When he is most impressionable, and his preferences most 
malleable, during childhood and adolescence, the consumer is 
subjected to the whole repertory of promotional stunts by which 
firms try to convince him that goods are valuable because they 
are sponsored by someone with prestige. However notable the 
sponsor, whether a movie star, a baseball player, or Superman, it 
is not apparent that this approach to the consumer increases his 
capacity for independent choice. On the contrary, it is more prob- 
able that mass communication conditions the individual to an 
acceptance of values, fashions, or ideas that are expressed by 
others, and thus acts as a catalyst in restricting the independence 
of the individual. 

In the second place, the rise of national income has proliferated 
the number of alternatives among which consumers choose, per- 
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haps making them less willing to exercise independent choice. 
Economists assume that the process of choosing is an instrumen- 
tality that has neither positive nor negative effects on the utility 
consumers experience in consumption. But where the number 
of choices facing a consumer is great, it is entirely possible that 
choice per se becomes a disutility, because it involves the sacrifice 
of an inordinate amount of leisure time.’ Rather than make those 
precise marginal calculations essential for maximizing the return 
per dollar of expenditure on goods and services, the consumer 
may prefer to buy according to a system that economizes time. 
With regard to the purchase of food, for instance, the housewife 
may prefer to buy everything in one supermarket than to shop in 
several. Not only does she thereby economize the time otherwise 
allocated to movement between stores, but she economizes the 
time spent within a store by becoming familiar with the location 
of the items she customarily buys. Once in the supermarket, how- 
ever, the housewife becomes a captive consumer. 

If, on the one hand, firms have acquired communication media 
for manipulating preferences and, on the other hand, individuals 
have become less concerned with exercising independent choice, 
then firms have acquired inestimable strength vis-a-vis the house- 
hold. This position of strength is all the more impregnable 
because of the increasing importance of durable consumer goods 
in the typical household budget. Since durable consumer goods 
are technically complex and are consumed over a long period of 
time, it is difficult for consumers to acquire the knowledge neces- 
sary for independent choice. For the first reason they may not 
have the relevant knowledge for choice; for the second reason they 
may not be able to acquire such knowledge through repeated 
purchases. Confronted, then, by a technically complex choice 


5 Looking at a wider range of human behavior, it is obvious that if individuals 
had to make a deliberate decision every time they were faced with a choice situation, 
the neurotic population in society would quickly outnumber the normal population. 
A large part of human behavior is a manifestation of choices that have become 
habitual through historical precedent, ideological commitment, psychological com- 
pulsion, or personal loyalties. 
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situation, consumers may be guided by rubrics—the name and 
popular reputation of the firm, its size, or the variety of goods it 
produces—that have the effect of delegating their powers of choice 
to producers. 

Further, the firm has acquired increasing influence over the 
preferences of consumers through its capacity to initiate the pro- 
duction of new commodities. Once an economy has more or less 
developed its capacity for satisfying the basic and historically given 
wants—food, clothing, and shelter—the power to develop new 
products is the power to shape new wants. Firms, in other words, 
can become style leaders. The frequent changes in the design 
and appearance of durable consumer goods are in part an attempt 
by the firm to reap the advantages of such a position. If it changes 
its product frequently, it will induce changes in individual prefer- 
ences and make obsolete the product currently being consumed 
by households, a process that it is profitable to accelerate with 
flamboyant sales campaigns. 

Since consumer preferences have become more plastic with the 
growth of the American economy, they are no longer endowed with 
the autonomy upon which normative judgments about compe- 
tition depend. If the judges who pass on performance in the 
markets are not immune from the influence of the firms produc- 
ing the goods being judged, they hardly can be called sovereign.*® 
And indeed there is no more reason to assert that the allocation 
of resources is adapted to the preferences of consumers than to 
assert that consumers adapt their preferences to a given allocation 
of resources. 

Yet the margins of production constantly change. The sales of 
one make of automobile expand at the expense of the sales of 


6See Maurice Dobb, “Economic Theory and Socialist Economy—A Reply,” in 
Review of Economic Studies, vol. 2 (1934-35) p. 147; L. M. Fraser, “The Doctrine 
of ‘Consumers’ Sovereignty,” in Economic Journal, vol. 49 (September 1939) pp. 
544-48; Paul Baran, “National Economic Planning,” in A Survey of Contemporary 
Economics, ed. by B. F. Haley, vol. 2 (Homewood, Illinois, 1952) pp. 384-85; Kurt 
Rothschild, ““The Wastes of Competition,” in Monopoly and Competition and their 
Regulation, ed. by E. H. Chamberlin (New York 1954) pp. 310-11. 
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another make, and the output of the automobile industry changes 
relative to the output of other industries. Does this not show 
that once consumers are faced with particular alternatives, their’ 
choices reveal their preferences and therefore control the amount of 
each alternative produced? Is it not true that when consumers 
increase their purchases of commodity A, they are motivated by 
a desire to consume more of commodity A? To answer these 
questions negatively would be the height of presumptuousness. 
But I am not making the preposterous suggestion that consumers 
do not want the things they buy. I am suggesting that in so far 
as firms induce consumers to want more of the commodities they 
produce, the market test—consumer sovereignty—loses much of 
its normative meaning. 

In uncritically invoking the market test the new competition, 
perhaps unbeknown to its proponents, tries to get the best pos- 
sible of all worlds. By raising product differentiation and product 
innovation to a welfare status equivalent to that of price compe- 
tition, it recognizes the dynamic and changing—some might say 
frenetic—qualities of the American economy. Yet for its own 
purposes it assumes the stability of normative criteria that were 
derived from a different institutional context. 

Everyone will grant that growth and the development of new 
products are outstanding characteristics of the American economy. 
But if in consequence preferences change, one can hardly say 
whether or not the appearance of new products has made the 
consumer better off. What is needed to evaluate change where 
preferences are not given is a theory of optimal preference manipu- 
lation. This the new competition clearly does not have. Instead 
it implicitly makes the following vacuous assertions: one, what is 
produced is desirable; two, competition is operative as long as an 
economy grows. It is therefore difficult to resist the conclusion 
that the new competition bestows its stamp of approval on the 
American economy in post hoc, ergo propter hoc fashion: because 
income has risen in a reasonably fully employed economy since 
World War II, competition must have prevailed. 
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ll 

The proponents of the new competition have been struck by the 
unreality of the neoclassical competitive model as a tool for analyz- 
ing the American economy. Quick as they have been to expose 
the unreality of pure competition, they have been, however, 
uncommonly slow in recognizing the political implications of their 
advocacy. This is all the more amazing in view of the political 
sensitivity of their classical and neoclassical ancestors, who created 
a system in which the discretionary power of those in positions 
of authority was minimized. By setting up a model in which 
firms had no influence over price, they delineated the ideal state 
in which entrepreneurs were closely controlled by the social mecha- 
nism. In the classical economic universe, power and authority 
were decentralized and dispersed. Thus no one individual could 
accumulate the power necessary for manipulating the economic 
organization for his own ends. 

Pure competition has often been pilloried on the ground that 
it is abstract, static, and unreal and therefore inappropriate for 
analyzing the economic problems of the concrete, dynamic, and 
real world. This criticism is wide of the mark where normative 
issues are concerned, for here the analyst is not trying to reproduce 
reality but to produce a model of what his chosen universe should 
look like. Admittedly unrealistic in design, the old competition 
nonetheless was productive of normative propositions that had 
realistic, perhaps too realistic, implications for policy: namely, 
if society is concerned with restricting the amount of discretionary 
authority that individuals wield, then it should be concerned with 
restricting the size of the units of decision in economic organiza- 
tion. Firms, for example, should not become so large in relation 
to the market that they acquire perceptible influence over price. 

In contrast, the new competition releases the firm from the 
prohibition against size by the judicious use of performance 
criteria. Nothing now prevents the entrepreneur from acquiring 
a high degree of discretionary power through the growth of the 
firm. It is possible, no doubt, that business leaders will use this 
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discretionary power in a socially desirable way. If we accept the 
Fortune stereotype, the business executive of the large enterprise, 
although conscious of his power, is restrained in exercising it by 
an inner belief that “ownership carries social obligations, and that 
a manager is a trustee not only for the owners but for society as 
a whole.” * Thus any weaknesses in the economic order as a 
mechanism of social control are compensated, we are assured, by 
the largess of the business leader. But can we be sure? Does desir- 
able performance today guarantee desirable performance tomor- 
row? Apparently the advocates of the new competition are not con- 
cerned about these questions.* At any rate they have given the 
entrepreneur carte blanche at the cost of the political virtues of 
the old competition. 

Not the least of these virtues was the implicit relationship 
established between the economic organization and government. 
If firms remained small and acted independently of one another, 
then only with great difficulty could they attempt to use govern- 
ment for their own ends. If the firm could not influence price, 
it could not influence the legislator. I am not contending that if 
there were in fact a purely competitive order, there would be 
no pressures brought to bear on legislators other than those 
exerted through the polls. This is patently ridiculous. The lobby 
is such a persistent form of political life that one suspects it is 
inevitable. Nor am I contending that when firms are small there 
will be no occasion for government to bestow on them the bene- 
fits of monopoly. A glance in the direction of the farm states 
should readily disabuse anyone of such a notion (though one 
should note that the government subsidizes farm income not 
because of the existence of many firms in the agricultural indus- 
try, but because of the overwhelmingly rural nature of the house- 

7 USA—The Permanent Revolution (cited above, note 1) p. 88. 

8 Other economists, however, are concerned. See Ben W. Lewis, “The Anti-trust 
Laws: A Symposium,” ed. by D. W. Keezer, in American Economic Review, vol. 39 
(June 1949) pp. 703-09; Carl Kaysen, “Looking Forward,” in Harvard Business 


Review, vol. 32 (May-June 1954) pp. 137-54; Walter Adams and H. M. Gray, 
Monopoly in America—The Government as Promoter (New York 1955). 
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holds in the farm states). I am suggesting, however, that where 
the size of production units is limited, the forces of political influ- 
ence already prevalent in society are not distorted by the creation 
of economic pressure groups. In this sense the old competition's 
solution to the problem of economic organization is congruous 
with its political context. 

The new competition, on the other hand, proposes a solution 
that accentuates the possible influence of business organization 
in government. The executive of the big firm has the prestige 
of the captain of industry. He is a semi-public figure whose com- 
ings and goings are reported in the press. As such he has entree 
into the councils of government. Whether from his own office 
or from his temporary position within an administration he is 
a man to be reckoned with. Then General Motors, Du Pont, U. S. 
Steel, or General Electric influences welfare not only directly 
through the market but indirectly through government. Does 
this indirect influence raise or lower the welfare of society? This 
question, if not ineluctable, is certainly difficult to answer. The 
old competition had an answer to it; the new competition places 
the question at one remove from the economist—in the area of 
political behavior—where it is easy for him to plead lack of pro- 
fessional competence. The disciplinary divisions in the social 
sciences thus allow the proponents of the new competition to pass 
the buck. 

Moreover, the neoclassical prohibition against size was uni- 
versal. It applied both to the firm and to the household. The 
exertion of monopoly power by organizations of workers or the 
exertion of monopsony power by organizations of consumers was 
seen as having a deleterious effect on resource allocation that 
was as undesirable as the consequences of enterprise monopoly. 
The new competition accepts size so long as it does not interfere 
with the performance of the tasks of economic organization, but 
the tests of performance are such that only the firm can pass them. 
That is to say, performance is measured in terms of the quantity 
and quality of the output of goods and services. The firm can be 
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rated, but the trade union, for example, which is trying to control 
the market for labor, can be rated only indirectly in terms of 
its effect on the performance of the firm. 

So insistent is the focus of the new competition on output tests 
that it quite neglects the market for productive services. Its advo- 
cates eagerly exorcise the monopoly devil; yet, curiously, mo- 
nopsony remains uncaged. Does this mean that monopsony is 
unimportant in the American economy? Or has the output bias 
of the new competition blinded its advocates to the exertion of 
monopsony power? These questions are not trivial, for it is in 
the market for productive services that the discretionary power of 
enterprise is likely to be most keenly felt by the members of the 
household. 

By not coming to grips with these questions the new compe- 
tition seems to establish a presumption in favor of large-scale enter- 
prise but a presumption against the trade unions. The actions 
of the latter, through their effect on the structure and level of wages 
and on the decision prerogatives of management, influence the 
economic environment in which large-scale enterprise functions. 
These manifestations of union activity are likely to be viewed as 
deterrents to the firm’s satisfaction of the performance criteria. 
Because of the union there is a distorted wage structure and an 
inflationary wage level, as well as restrictions on the freedom of 
action of entrepreneurs—all of which inhibits the capacity of the 
firm to innovate and produce up to its potential. 

One can reasonably ask whether the new competition, which 
divests the old competition of those elements hostile to large-scale 
enterprise while retaining a healthy skepticism about the economic 
merits of trade unions, is anything more than a rationalization 
of American capitalism. It recognizes the profound technological 
changes of the past hundred years and admits that the contingent 
economies of scale call for larger firms than the advocates of the 
old competition considered desirable, or indeed feasible. Yet by 
insisting that this new world is every bit as competitive as the old 
world, it makes a fetish of the market test, which in a vague way 
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suggests the popular control of economic organization through 
dollar ballots, but really only obscures the extent to which the 
economy relies on the discretionary authority of corporation 
executives. No wonder that the business press has been so recep- 
tive to the new competition! 


In conclusion, it should be observed that the advocates of the 
new competition may be perfectly correct in believing that large- 
scale enterprise is essential to technological change and rapid eco- 
nomic development. But the costs of this kind of economy should 
be made explicit. Since economic organizations abound in con- 
flicts, it is a legitimate function of analysis to indicate the nature 
of these conflicts. Then, presumably, we can think more intelli- 
gently about the normative properties of economic organization. 
The new competition is not quite candid in this respect. In its 
apotheosis of performance criteria, it emasculates the economic 
structure by which the leaders of industry were controlled in the 
old competition. The claims made for it are therefore too great. 





SOCIAL STRUCTURE AND ECONOMIC 
DEVELOPMENT IN INDONESIA 


BY JUSTUS M. VAN DER KROEF 


I, THE drive toward economic development that characterizes 
most of the new independent nations of Southeast Asia today, the 
factor of the social structure’s sensitivity to the implementation of 
various development plans has become increasingly important. 
Each Southeast Asian country is still to a large extent a nation of 
nations, a more or less effective union of incredibly diverse socie- 
ties, ethnic and religious groups, each with its own structure and 
dynamics, which by their very multiplicity and complexity defy 
uniform programs of directed economic change. To the technical 
specialist who works under such programs it therefore may well 
seem on occasion as if each region, each society, each cultural 
group requires a separate methodology and approach in bringing 
indigenous social dynamics to bear on the development process 
of the nation as a whole, methods that must of necessity vary from 
area to area. 

The present paper will attempt to illustrate the validity of this 
contention by citing three examples from the Indonesian sphere, 
in which a combination of particular social-cultural and political 
factors retards or accelerates inherent processes of economic de- 
velopment, depending on the given social structure and the status 
of the group or groups involved in the process. Though the data 
are limited to Indonesia, it is hoped they may have some relevance 
for a wider area. 


I 
Our first illustration involves the process of economic develop- 
ment as related to the work of a peasants’ cooperative in a West 
Javanese village society, that of Tjibodas in Bandung Regency, 
an area where some of the traditions of the rural commune in 








DEVELOPMENT IN INDONESIA 395 


Indonesia still live to a certain extent.1 To a far greater degree, 
however, the village under examination is characteristic of the 
present phase of rural transition in Indonesia, in that communal 
controls over village land and communal forms of mutual as- 
sistance appear to have declined considerably and a polarization 
in landownership has emerged, processes that have barely touched 
other more isolated or tradition-bound villages. 

About 44 percent of the families of Tjibodas have no land at 
all, 25 percent own only a compound on which their houses and 
those of their relatives are located, and 23 percent own a small 
plot (less than about 2.4 acres), which is insufficient to provide an 
adequate living. These three groups, constituting about go per- 
cent of the population of the village of Tjibodas, are compelled 
to eke out additional income by hiring themselves out as day 
laborers to villagers with larger holdings, by sharecropping on land 
owned by others, and by trade (usually on a commission basis) in 
fruit, tobacco, and small quantities of other produce, which they 
may take to a distant market. The greater part of their income 
comes from the daily wage they earn in the employ of large land- 
owners. Socially extremely mobile, the poorer elements migrate 
hither and yon without definite objective, and there are few, if 
any, public institutions that appear to be concerned with their 
fate. They are regarded as the lowest social class, and such efforts 
as are now being directed toward improving their status, like 


literacy campaigns, arouse in them little or no interest; their major 


concern is their immediate subsistence. 

From 6 to 8 percent of the families of Tjibodas consist of petty 
farmers, who have on the average less than 12 acres of land, which 
they themselves till, usually with commercial crops like potatoes 
and cabbage, while they may also sharecrop some rice fields. Un- 
like the first group, for whom trade is a side activity, these » ngage 

1In the description of Tjibodas society I have followed the case study of H. 
ten Dam, “Coopereren vanuit het gezichtspunt der Desastructuur in Desa Tjibodas,” 


in Indonesié, vol. 9 (1956) pp. 89-116, and the same author's Desa Tjibodas (Lembaga 
Penjelidikan Masjarakat Deas dan Usaha Tani, Bogor, 1951). 
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in trade as a major source of income, and their trade is directly 
connected with their agricultural cultivation (potatoes, for ex- 
ample). Many of them show evidence of being well-to-do by 
Indonesian rural standards, and they usually have some under- 
standing of marketing and business administration. They may 
have intermarried with the elite group of large landowners above 
them (they have no such familial ties with the proletariat below 
them in the social scale), and they seek to emulate some of the 
large landowners’ modes of living. The petty farmers pay some 
attention to the education of their children, in sharp contrast to 
the proletarian segment, where there is little or no education or 
parental supervision. The home of the petty farmer has become 
somewhat institutionalized from a cultural viewpoint; rather than 
being just a hovel, with hardly any furnishings, it is an object of 
care and pride that plays a role in family life. Government services 
have as yet only sporadic contact with the petty farmers, but within 
this group, especially among the young, resides much of the or- 
ganizational drive of the village. The youthful leaders of clubs 
and associations in Tjibodas appear to come primarily from the 
ranks of the petty-farmer families. 

Finally, there is the group of large landowners, those with more 
than 12 acres; they include about 1.5 percent of the population 
of Tjibodas, but own nearly half of all village land. This group 
has an “inner circle” of five families, which make up the ningrat 
or local aristocracy. They are complete entrepreneurs in their 
attitude toward their agriculture, rarely perform any manual labor 
themselves, and engage extensively in trade with urban middle- 
men and distributors, with many of whom they stand in a long- 
term credit relationship. Their lands produce commercial crops 
like potatoes, cabbage, and fruit, as well as rice, and are rented out 
in part to sharecroppers at certain times of the year. Much of their 
capital is invested in real estate, such as domestic dwellings in 
Tjibodas and in the city of Bandung, and in various auxiliary 
enterprises like transport. Some of their capital is lent out to the 
petty farmers, and in turn the large landowners borrow from 
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urban middlemen, who also supply them with fertilizer and other 
chemicals on credit. The urban trader-creditor does not demand 
interest on the fertilizer advanced, but his price is high, and a 
moral obligation is established to deliver and sell to the particular 
creditor the produce that has been cultivated with his advance. 
Socially, family considerations and family ties are strong in the 
large landowners’ group, and considerable expenses are incurred 
for the education of the young. Their attitude toward the prole- 
tariat is frankly traditional-paternal. Government officials have 
contact primarily with the large landowners, and the authorities 
obtain such information as they require about the village from 
this group, many of whom have cemented personal contacts with 
the pamong pradja (civil service). 

It must be noted that the polarization in the social structure of 
Tjibodas is not a recent phenomenon, but dates from the very 
founding of the village in 1875. At that time a small group of 
families occupied a preeminent position in village society, and 
over the years—by legal as well as illegal means, by exploiting 
the indebtedness of fellow villagers, by acquiring rights of ex- 
ploitation in a questionable manner, or by outright purchase— 
land tended to become concentrated in the hands of a few. In 
the early 1920s, when the cultivation of crops like potatoes and 
cabbage became commercially profitable, this small group of large 
landowners strengthened its position by expanding its enterprise 
with the assistance of credit from private urban distributors and 
traders. Both credit-givers and credit-takers benefited from this 
arrangement, but the greater part of the Tjibodas citizenry had 
no share in it, lacking land and capital. With their increased 
profits the large landowners, who in turn became creditors to the 
less well-to-do in their village, were able to accumulate still more 
land. Thus the proletarianization of Tjibodas is a process of 
considerable duration, attributable to an initial accumulation of 
arable lands by a small group of villagers. 

While in most areas, Indonesian village society is characterized 
by a structure very similar to that of Tjibodas—involving class 
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distinctions between those villagers who have neither land rights 
nor a dwelling of their own, those with their own house but with- 
out land rights, and those who have both—communal controls 
have usually been strong enough to prevent extensive alienation 
of common cultivation rights and concentration of landownership, 
such as have come to prevail in Tjibodas. But in Java, with its 
enormous population density, the Tjibodas pattern is becoming 
more and more prominent, and precisely in those areas where the 
condition of the rural population makes it desirable to intensify 
development schemes, such as the promotion of rural cooperatives. 

The social-economic structure in Tjibodas has been a decisive 
factor in the process of directed economic development under the 
farmers’ cooperative of the village. Well before World War II, 
government efforts were made to advance the peasant cooperative 
movement in this as well as in other areas of Indonesia, efforts 
that have since intensified as part of a national development pro- 
gram. Tjibodas comes within the jurisdiction of a central coop- 
erative agency of Bandung Regency, an agency that in turn is 
closely related to the Cooperative Services Office of the central 
Indonesian government, and the village now has its own coopera- 
tive, supervised by the Bandung office. The inadequacy and mal- 
functioning of the Tjibodas cooperative throw a sharp light on 
the interrelationship between development schemes and the par- 
ticular social structures in which they must function. It is ostensi- 
bly designed to benefit the entire group of cultivators, including 
the members of the large proletarian group, but for various 
reasons the large landowners appear to have been its chief bene- 
ficiaries. Indeed, the cooperative’s standard operations—like pro- 
viding seeds, fertilizer, and other chemicals to the membership 
at cost, or providing loans through its bank—have tended to con- 
tribute to the polarization of class and wealth in Tjibodas. 

For one thing, the larger landowners, by virtue of their greater 
investment and their holding the larger shares in the village 
cooperative, receive greater returns than the run of the member- 
ship. At the same time—and not least because of continued gov- 
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ernment assistance—they do not run a commensurately greater 
risk. 

For another thing, the cooperative’s benefits, by their very 
nature, apply primarily to the landowners. The cooperative has 
made available an array of cultivation requirements, from seed 
to insecticides, at a considerably lower cost than the price charged 
by urban middlemen traders. The chief consequence of this has 
been that the production cost of crops like potatoes and cabbage, 
which are of prime commercial value, has fallen considerably, and 
thus tie profit margin of the producer has become greater. This 
has benefited the large landowners and the petty farmers, but it 
has meant little or nothing to the greater part of the Tjibodas pop- 
ulation, the proletarian group, whose income is primarily derived 
from a daily wage. 

Thirdly, though the provisions of the cooperative also make it 
possible for non-landowning sharecroppers to obtain various culti- 
vation needs, the fact that the proletarian group does not regu- 
larly have the use of an adequate plot of land for sharecropping 
tends to nullify most of the advantages that the cooperative may 
have for it. In order to take advantage of the provisions offered 
by the cooperative the proletarian sharecropper, having no land 
of his own, has turned increasingly to illegal cultivation of po- 
tatoes and cabbage on public forest lands, which results in further 
tensions and conflicts with the authorities. 

Fourthly, despite the cooperative, much of the special credit 
and distributing arrangement between the large landowner and 
the urban middlemen has continued as in the past, and the result 
is that the position of the large landowners vis-a-vis the proletarian 
group has tended to become stronger, since the latter, under ex- 
isting conditions, is unable to compete effectively with the former. 
It should also be noted that a large part of the profits made by the 
large landowners is not utilized productively for the village econ- 
omy but, as was noted earlier, is invested outside the village, in 
urban real estate, or is used in the consumption of luxury goods. 

Finally, the policies of the cooperative’s bank have tended to 
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foster a continued, and possibly increasing, financial dependence 
of the proletarian group. The bank issues not only business loans 
to small shopkeepers and traders but also purely “‘consumer’’ loans 
to the proletarian group. While repayment rates of the business 
loans are very regular and repayment takes place without difficulty, 
it is quite the opposite with the consumer loans. The latter are 
small as a rule (from 25 to 50 Rupiah, roughly two to five United 
States dollars), but many borrowers are in arrears, and there can 
be no question that a less than careful granting of loans by bank 
officials, motivated frequently by pity, has tended to strengthen 
in the proletarian group the habit of living from day to day on 
borrowings on future incomes. 

It may well be that the Tjibodas farmers’ cooperative could be 
made more effective, and village economic development rendered 
more dynamic, by altering or broadening the scope of its present ac- 
tivities—for example, by turning the bank into a savings institution 
and prohibiting consumer loans until the borrower has accumu- 
lated a sizable deposit; or by intensifying cooperative efforts in the 
consumption sphere through the establishment of cooperative 
stores; or by more careful regulation of the distributing and market- 
ing system. All such measures, however, must reckon with the 
major obstacle to economic change in Tjibodas: the problem of 
land concentration and the disparities of wealth, along with the en- 
trenched position of the large landowners in their relations with 
the urban trading element and the officials of the national govern- 
ment. It is here that we begin to touch on the national significance 
of the Tjibodas problem, the ramifications of Tjibodas’ social 
structure for the Indonesian area as a whole. ‘n analyzing these 
ramifications two related factors emerge: first, the appearance, 
primarily in Java, of a severe social-political dualism in the social 
structure, accompanied in recent years by a fusion of the oli- 
garchies of the new Indonesian state; and second, a growing pat- 
tern of social tensions, which, inasmuch as it is induced by eco- 
nomic discontent, tends to be expressed in a new xenophobic 


nationalism. 
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Primarily since the middle of 1953, with the advent of the first 
cabinet of Ali Sastroamijojo, a political spoils system has come 
into existence in Indonesia, of which the most conspicuous feature 
has been the fusion and close interaction of the landed gentry— 
allied by mutual interests, as in Tjibodas, with principal urban 
traders—and the leaders of political parties and various govern- 
ment officials. This fusion is one of the consequences of an ac- 
celerating policy of giving the indigenous Indonesian entrepre- 
neur a greater share in the country’s economy, by awarding him 
preferred treatment in the import-export trade through the issu- 
ance of special licenses, by facilitating the flow of extra business 
credit from government banks, by special allocations of raw ma- 
terials, and so on. Government officials operating the mechanics 
of this system of preferential treatment, party politicians, and a 
few “national” Indonesian entrepreneurs were soon enveloped 
in extensive graft and bribery as prices rose sharply and the plight 
of the masses became more harrowing. 

The result, as former Vice President Hatta has pointed out 
(Nieuwsgier, Djakarta, November 24, 1954), has not merely been 
that a relative handful of the new business, landed, and political 
elite has enriched itself at the cost of the many; more important 
is the fact that the spoils system has revealed a growing polariza- 
tion of class as well as of wealth, and a fusion of the existing elites 
in Indonesian society. In many respects this fusion has a reac- 
tionary character: although the members of the various elites were 
in the forefront of the national revolution against the Dutch, now, 
with the successful entrenchment of elite status, a certain conserva- 
tism has become more and more apparent among them, while 
agrarian unrest and rural radicalism, accentuated by growing num- 
bers of the landless, have grown in proportion.? 

The frustration and tension arising out of this structural dual- 
ism of class and wealth have been increasingly directed against the 
Chinese minority in Indonesia and against Western business in- 


2 Compare W. F. Wertheim, Indonesian Society in Transition (The Hague 1956) 
PP: 48-49, 113. 
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terests, in a new “anti-foreignism.” Attempts are being made to 
break Chinese influence in industry and the distributing trade, 
not by effective competition but by pressing the government to 
broaden discriminatory regulations—in the establishment of new 
industry, the acquisition of commercial loans, and the issuance of 
import and export licenses—in favor of “autochthonous” Indo- 
nesian businessmen and against Chinese (even though these may 
in the majority of cases be Indonesian citizens). Thus at a recent 
meeting of the influential Inter-Indonesian National Economic 
Congress an extensive program of anti-Chinese business and de- 
velopment regulations was passed and urged on the government 
(Java Bode, Djakarta, August 13, 1956). 

Even though the Indonesian urban trader, as well as the Indo- 
nesian large landowner, has greatly benefited from Chinese mid- 
dlemen and credit relationships (as in Tjibodas, for example), 
such xenophobia is readily participated in because of the advan- 
tages the Indonesian entrepreneur hopes to gain from supplanting 
the Chinese. All indications are, however, that such a transforma- 
tion would be economically disastrous for Indonesia, since most 
Indonesian traders and entrepreneurs, lacking all necessary capital, 
business acumen, and business relationships, seem more concerned 
with a parasitic enjoyment of their economic power than with its 
application to actual industrial and commercial development.* 
Among the debt-ridden and land-hungry Indonesian rural pro- 
letariat it has similarly been simple to direct existing frustrations 
against the Chinese and against Western estates, because of Chinese 
lending traditions or because of estate control over land necessary 
for the cultivation of export crops on which Indonesia’s national 
treasury so heavily depends. 

Thus xenophobia, supported by the lingering dynamics of anti- 
colonialism, has given Indonesian nationalism a new lease on life, 
but one that may well be a hindrance to the nation’s contemplated 


8 See Ekonomi dan Keuangan Indonesia, Djakarta, vol. 9 (April 1956) pp. 251-56; 
J. M. van der Kroef, “Economic Development in Indonesia: Some Social and 
Cultural Impediments,” in Economic Development and Cultural Change, vol. 4 


(1956) pp. 116-34. 
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economic development. In the interim a polarization of social 
classes, of wealth, and of political power, especially in Java, seems 
tocontinue. In various forms and in different degrees the problem 
of Tjibodas is becoming the problem of Indonesia. 


II 


The second instance of the significant interrelationship between 
social structure and economic development in Indonesia involves 
less a specific locale than a specific social group, that of Muslim 
traders. The religious affiliation of this group is of special sig- 
nificance. Indonesia is generally regarded as a Muslim country, 
but the degree to which Islamic precepts have been incorporated 
in individual and cultural life, and have been blended with other 
religious beliefs and patterned ways, varies greatly from island to 
island, even from district to district. Hence in any given Indo- 
nesian social setting a valid distinction can be made between the 
santri, or those who take the Islamic faith seriously and in a form 
as undiluted as possible, and the abangan, or those who are in- 
clined to be more eclectic or less orthodox. There can be little 
question, however, that in many areas the santri group, especially 
among agriculturists and petty traders, has been a more dynamic 
force in economic development (signified not least by its notice- 
able accumulation of wealth) than the abangan group. 

The santri entrepreneur should be viewed as a separate element 
in the group of Indonesian traders. Although the extent to which 
Islam is accepted by individual Indonesian traders is often hard 
to determine, it is justifiable to draw a line of distinction between 
the santri trader, affiliated with his own Muslim business and 
service associations and with political parties like Masjumi (a 
typical stronghold of santri economic interests), and the more 
secular or abangan trading group, with its strong connections in 
the PNI (National Indonesian Party). The latter group seems 
to have profited most from the spoils system in recent years, and 
its interest in a parasitic consumption of the advantages of its 
status has aggravated the political and social dichotomies in Indo- 
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nesian life. It would be incorrect not to see some santri partici- 
pation in the spoils system, but the writer’s impression is that such 
participation tends to be far less extensive than that of the secular 
abangan group, nor has it had such extreme ramifications in social 
polarity as may be observed in Tjibodas society. 

The Muslim merchant has always been an important factor in 
the Indonesian economy. Indeed, Islam tended to follow the 
lines of trade in its spread through the Indonesian islands.* In 
the seventeenth and eighteenth centuries, the age of the Dutch 
East India Company, Islam constituted a common religious and 
cultural bond among the alien traders from India and the Middle 
East in the Indonesian harbor principalities, and Indonesian 
royalty and aristocracy engaged in various forms of commerce. 
But the repressive and monopolistic character of Dutch colonial 
control soon caused Indonesian trade to atrophy, and thus its 
Islamic segment, and it was not until the close of the nineteenth 
century that something of a revival could be discerned. 

With this revival tended to come a broadening of the scope of 
Islamic Indonesian enterprise. The cultivation of agricultural 
exports and the development of small-scale rural industry, such 
as textiles, intertwined with older, more established patterns of 
the distributing and import-export trade, not only on an inter- 
island but even on an international basis. Sparked by the Islamic 
réveil of the late nineteenth century, which originated in the Near 
East and India, with reformist and modernist overtones, the Indo- 
nesian Muslim trader and his ancillaries among the landed gentry 
and petty industrialists soon became a potent indigenous force 
in the economy of the later colonial era. 

Much of this Muslim entrepreneurial strength derived from 
Islamic ideology, which provided a rationale for new patterns of 
economic behavior. In the rural areas Muslim primary education 
often developed around tliose who had made the much prized 
pilgrimage to Mecca and returned as influential hadjis in their 


4See Indonesian Sociological Studies: Selected Writings of B. Schrieke, Part I 
(The Hague and Bandung, 1955) pp. 7-79. 
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community. Mosque, school, and hadji fostered a cultural differen- 
tiation that stood in opposition to the eclectic heterodoxy of in- 
digenous religious patterns in rural Indonesian society. More- 
over, Islam emphasized individual initiative, thrift, and arduous 
labor for personal wealth, in a manner quite different from the 
subsistence-centered, communalistically based methods of rural 
economic production. The hadji, his students, and other follow- 
ers might well become something of an economic elite in the 
village, ultimately seeking connections with the Muslim traders 
of the urban sphere; indeed, part of the urban Muslim trade came 
to be financed by rural capital as the Muslim landed gentry 
turned to the successful cultivation of agrarian export crops on its 
sizable holdings. Soon the groups constituting Muslim economic 
activity in this century sought organizational strength against 
Chinese competitors and vested Western enterprise. Their early 
organizations, like the Sarekat Islam, founded in 1912, have been 
dubbed early manifestations of Indonesian nationalism—quite 
correctly, provided it is remembered that their nationalism re- 
flected the aspirations of a developing Indonesian bourgeoisie 
which had found in reformist Islam a new rationale of economic 
development. 

This reform Islam—with its emphasis on doctrinal purity, evan- 
gelism, and scriptural authority, its impatience with hoary tradi- 
tion, its hospitality to modern scientific thought—did not escape 
opposition from an older, more eclectic and traditional Islamic 
variety, but in terms of economic development it was the reform 
Islam that proved to be most dynamic. Under its banner the 
embryo Indonesian entrepreneur proved himself capable of re- 
markable expansion despite the entrenched position of the 
Chinese in the same fields of enterprise (rural industry, small 
plantations, and the distributing trade). It would therefore seem 
justified to see in this reform Islam a new Wirtschaftsgeist (in the 


5 Clifford Geertz, “Religious Belief and Economic Behavior in a Central Javanese 
Town: Some Preliminary Considerations,” in Economic Development and Cultural 


Change, vol. 4 (1956) pp. 144-47. 
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Weberian sense), a purveyor of a new economic mentality, which in 
both its doctrinal content and its practical application suggests 
a similarity with the rise of Calvinism and the latter’s influence 
on commercial capitalist development in the Europe of the Ref- 
ormation era.® Again and again we find speakers at early Sarekat 
Islam congresses stressing the virtues of thrift and industry, the 
need to exert one’s utmost in one’s occupations, since only through 
labor can God be properly served.’ It cannot be sufficiently 
stressed how radically different this outlook was (and is) from the 
subsistence orientation in the traditional Indonesian economic 
sphere. 

The dynamic role of the santri Muslim entrepreneur, whether 
in agriculture, industry, or trade, would not have been possible 
in Indonesian society without a certain receptivity to it in the 
social structure. In the case of the hadji landowner in the village 
community this receptivity was provided partly by his anterior 
acceptance as a member of the village in which he was born and 
worked. In addition, Islam and the extent to which it came to 
be accepted as a cultural ideal in many Indonesian cultures pro- 
vided a villager with an approved means of attaining higher social 
status. He could attain new eminence by acquiring a reputation 
of being learned in Koran and Muslim law and by having made 
the pilgrimage to Mecca. The traditional, pantheistically based 
Indonesian village society had always had a veneration for those 
reputedly more religious, more mystically inclined, or more adept 
in the practice of folk magic than the common run of men. Islam 
benefited from this tendency. 

Indirectly the religious orientation of Indonesian village society 
sanctified not only the new Muslim religiosity but ultimately also 
the political and economic ideologies of Islam as they began to 
appear among the hadji landowners. In the case of rural industry 


6 See Mededelingen omtrent enkele Onderwerpen van Algemeen Belang (Weltevre- 
den 1920) pp. 6 ff., and J. M. van der Kroef, “Economic Origins of Indonesian 
Nationalism,” in Phillips Talbot, ed., South Asia in the World Today (Chicago 


1950) p. 180. 
7 D. M. G. Koch, “Romein in Indonesié,” in De Nieuwe Stem, vol. 11 (1956) p. 166. 
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and urban trade the Muslim entrepreneur found the economic 
base of his operations readymade: centuries of growth in distrib- 
uting and the retail trade, as well as in the textile industry, under 
the aegis of the Chinese minority, had created a distinct level in 
the Indonesian economy where there was always room for an ad- 
ditional enterprise, no matter how modest at the start. The 
structure of the urban economy was available to the Muslim en- 
trepreneur: all that remained was the need for a new ideology, 
a cultural dynamic to impel him to enter the market and compete. 
Islam and Indonesian nationalism, in which an element of anti- 
Sinism has always been present, provided this new ideology, and 
also the basis for a new organizational strength with which to 
combat Chinese business. 

But though the Islamic réveil contributed to a new economic 
rationale for the embryo Indonesian entrepreneurial group, the 
actual business techniques of the new Indonesian Muslim entre- 
preneurs did not appreciably differ from those of their Chinese 
counterparts. On the contrary, Chinese and Indonesian Muslim 
economic techniques and business methods show remarkable 
similarity, in the familistic structure of enterprises, the inade- 
quacy of management, and the intrusion of all manner of personal 
and subjective factors in capital formation, sales procedure, and 
production techniques.’ It would seem, then, that Islam has 
brought to the Indonesian a business philosophy that already ex- 
isted in other levels of Oriental enterprise, but it has not (as yet?) 
made the acceptance and application of highly rationalized Wes- 
tern business techniques generally possible. Even so, as has been 
indicated, the economic mentality of the Muslim entrepreneur is 
a world apart from that prevailing in the subsistence-based, tradi- 
tional peasant community. Hence a primary objective of the 
Sarekat Islam was “the promotion of the commercial spirit” among 
Indonesians.° 

8 See J. M. van der Kroef, Indonesia in the Modern World (Bandung 1954-56) 


vol. 2, pp. 19-22. 
9J. T. Petrus Blumberger, De nationalistische Beweging in Nederlandsch-Indié 


(Haarlem 1931) p. 58. 
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A good example of the dynamic function of Islam in Indonesian 
economic behavior is afforded by a case study of Pekadjangan vil- 
lage in Central Java. This village is an important center of the 
batik (textile) industry. The modernist Muslim service organiza- 
tion, Muhammadiyah, has sparked economic and social develop- 
ment in this community of 7,000, has financed construction of 
mosques and schools, has assisted in the literacy campaign, and 
above all has provided a common bond among the Muslim batik 
entrepreneurs, who appear to be the community’s leaders. Pe- 
kadjangan folk, ‘many if not most of whom are employed in the 
batik industry, show a confidence, curiosity, and self-reliance not 
usually encountered among the inhabitants of the troubled 
Javanese countryside. 

There are some 150 batik entrepreneurs in the community, and 
for them Islam has become a vital force in personal advancement 
and communal growth. Businesses are family-owned, with work- 
shops and batik sheds behind the houses; the dwellings of workers 
surround them on village side streets. Though the industry is 
largely unmechanized, its products, sarongs with intricate designs, 
enjoy a steady market. Labor conditions leave something to be 
desired, but labor strife is at a minimum, and the only labor 
union in the community is Muslim. Pekadjangan’s batik coop- 
erative is a flourishing onc, serving as a stabilizing force but also 
opening new avenues of enterprise to newcomers in the batik field, 
and thus providing opportunity for advancement in the social 
scale as well. Conspicuous is the absence of Chinese in the com- 
munity. Business life is dominated by Indonesians whose strong 
santri orientation is inseparable from their thriving middle-class 
economic behavior. Islam is not, however, the prerogative of the 
community’s elite; it is a dynamic cultural force in the whole of 
Pekadjangan society, apparently welding closely together the vil- 
lage government and the citizenry, batik entrepreneurs and batik 
workers. 


10 The following description is derived from two unpublished communications by 
Mr. Boyd Compton of the Institute of Current World Affairs, New York City. 
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Polarization of wealth, though not so aggravated in Pekadjangan 
as in Tjibodas, is to some extent apparent in the disparities in liv- 
ing standards between the batik labor force and the owner-mana- 
gerial group. Islam, while providing an impetus of economic 
development for some, has not set in motion developmental proc- 
esses that benefit all. This is understandable, inasmuch as Mus- 
lim Indonesian enterprise tends to remain limited and familistic 
in scope, and the very structure within which it must operate often 
militates against marked expansion and a greater diffusion of 
wealth among all participants in the system. There is sufficient 
evidence to show, however, not only that the economic rationale of 
reform Islam generates individual initiative and makes status 
advancement possible to a very wide degree, but also that it is in 
principle hospitable to a continuous expansion of enterprise and 
to improvements in business techniques. The Indonesian Mus- 
lim entrepreneur is less likely than the non-Muslim to be merely 
parasitic and to let his position depend on his manipulation of 
the political spoils system. 

All this tends to underline the major differences between the 
elite in Tjibodas and in Pekadjangan. In the latter the social- 
economic structure seems far less rigid; under the aegis of Islam 
the individual, with the assistance of the batik cooperative, can 
spread his wings, while the community as a whole exhibits a 
greater ideological solidarity because of the intensity of Muslim 
tenets and practices. In Tjibodas the polarization of wealth and 
class has become so deeply entrenched that a social-structural ri- 
gidity has developed also in the relationships between community 
and agencies of the central government, creating a formidable 
obstacle to directed processes of economic change. 


III 


Our final case study concerns both a specific area, the island of 
Sulawesi or Celebes, and a particular social group, the cultivators 
of and traders in copra, the dessicated coconut meat, which is one 
of Indonesia’s major agricultural exports and the chief prop of 
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East Indonesia’s economy."! Long before World War II a pros- 
perous copra industry had emerged in Sulawesi, involving indi- 
vidual peasant production in coconut groves of villages, middle- 
men-creditors (then primarily Chinese) who marketed the crop 
and advanced credit, and various processors and shippers, some 
Eurasian, Dutch, or Chinese, but also Indonesians. As a result 
of the outbreak of World War II and the disruption in the inter- 
national copra market, the colonial government established a 
central marketing and shipping agency for the copra industry, the 
Copra Foundation (Het Copra Fonds), which bought up the copra 
from individual peasants, arranged for transportation to the coast, 
provided storage space, and regulated shipping to distant markets. 
The Foundation was interrupted in its work by the Japanese occu- 
pation of Indonesia, but in 1946, when the Dutch returned to 
Sulawesi, it was reactivated, and immediately its efficient operation 
brought new life to the island’s wartorn economy. By 1949 Indo- 
nesia obtained her full independence from the Dutch, but the 
Foundation remained in existence, although its name was changed 
to Jajasan Copra and its operations were centralized in Djakarta. 

It is well to emphasize the growing significance, in the social 
structures of the various Sulawesi groups, arising from the ac- 
celerated penetration of the money economy, in which copra pro- 
duction has played such an important part. Most Sulawesi so- 
cieties, long familiar with class strata made up of aristocracy, 
commoners, and slaves, are clearly in a state of turbulent flux, 
with the old class system breaking down, not only because of 
official condemnation of slave status but also because of a social 
mobility that has attended the rising importance of slaves in the 
new money economy. Among the Buginese, for example, ‘there 
are many cases where low men, even slaves, make money and are 
able to use some of the symbols of the uppers,” while among the 

11 Data on the copra problem in Sulawesi have been obtained from press reports 
in three Indonesian newspapers (Java Bode, Merdeka, and Pedoman), from two 


informants, Messrs. Andi Ruwambi and H. H. Haruwal, both of Macassar, in 
Sulawesi, and from an official of the now defunct Jajasan Copra, whose name the 


author is not at liberty to divulge. 
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Bare’e Toradjas of central Sulawesi there are decided tendencies 
to abandon traditional subsistence patterns of economic behavior 
in favor of “conspicuous consumption.” 1” 

The success of the Indonesian revolution has accelerated the 
spread of a new dynamic mentality, an aggressive materialism 
free of ancient class strictures and looking toward the satisfaction 
of a vast array of new consumption needs by means of new forms 
of economic endeavor. Many Indonesian entrepreneurs have 
therefore arisen in Sulawesi, especially in the coastal areas, for 
whom the copra industry has become an avenue to wealth and 
success as well as a source of regional nationalistic pride. Because 
of its undeveloped and underpopulated condition, its new dy- 
namic spirit of growth and individual advancement bolstered by 
regional pride and nationalism, Sulawesi has in many respects the 
features of a rapidly expanding “frontier society,” in sharp con- 
trast with overpopulated Java and its social-economic rigidity and 
polarization. 

These factors must be borne in mind in order to understand 
the revolt of Sulawesi copra entrepreneurs, supported by other 
groups, against the Copra Foundation, and ultimately against the 
central Indonesian government itself. By 1954 the Jajasan Copra 
had become an object of vociferous criticism among Sulawesi 
copra entrepreneurs, and indeed in broader segments of society 
as well, because its alleged mismanagement was threatening the 
economic stability of the whole area. The Jajasan’s efforts to 
employ inexperienced Indonesian shippers instead of the old 
Dutch inter-island shipping company led to a breakdown in copra 
distribution and transportation in many areas of Sulawesi; foreign 
accounts were lost at a time when competition from other coun- 
tries (the Philippines, for example) was making itself felt; large 
quantities of copra lay piled up in sheds and on quays without 
any provision having been made for shipment. 


12 Raymond Kennedy, Field Notes on Indonesia: South Celebes 1949-1950 (New 
Haven 1953) p. 108; N. Adriani and A. C. Kruyt, De Bare’e Sprekende Toradjas van 
Midden-Celebes (Amsterdam 1951) vol. 3, p. 344. 
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What was worse, the purchasing system of the Copra Founda- 
tion became ensnarled in fiscal and administrative difficulties, and 
agents failed to pay copra producers for weeks, if not months, at 
a time. Moreover, price discrepancies became known, which 
enfuriated the entrepreneurs. It was shown, for example, that a 
quintal (220 pounds) of copra would be sold by a copra farmer to 
the Jajasan for about 140 Rupiah (about $12), but was sold by 
the Jajasan to Javanese or foreign markets for as high as 240 
Rupiah. Not only did copra entrepreneurs begin to feel that they 
were not receiving a just price, but not a few intimated that offi- 
cials of the Foundation in Djakarta were privately enriching them- 
selves, and that their policies, formulated far from the scene of 
copra production, never took into account the wishes and interests 
of the copra producers themselves. Since only the Jajasan was 
allowed to ship copra to Java the cry of “Javanese exploitation,” 
which in the past few years has been heard also in other provinces 
of Indonesia, was soon raised and fanned popular resentment. 

Because of the widespread dissatisfaction with the Copra Foun- 
dation’s policies, a popular revolt began against the agency. First, 
entrepreneurs began to sell to Chinese middlemen, preferably 
those with some foreign connections; and ultimately they sold 
their crop directly to foreign markets, without obtaining the re- 
quired government permits, thus bypassing Java and the Jajasan. 
Numbers of foreign merchant ships began to appear in Bitung 
harbor on the northern tip of Sulawesi, at the same time that 
rumors that the Jajasan was unable to pay off its debts (estimated 
at nearly 60 million Rupiah) to Sulawesi farmers found added 
support in the news that the Bank of Indonesia had declined to 
extend further credit to the Foundation. A brisk unlicensed 
“smuggling” trade emerged, in which copra importers in Singa- 
pore, Hong Kong, Sarawak, and the Philippines became closely 
involved. 

The extent to which the illicit export developed cannot be ex- 
plained unless it is understood that virtually all levels of North 
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Sulawesi society, including local Jajasan officials, members of the 
civil service, and the territorial command of the army, condoned 
and supported the smuggling of copra. Nor can there be much 
doubt that the whole of society benefited. A spokesman of a par- 
liamentary committee investigating the North Sulawesi smuggling 
problera has reported, for example, that with the proceeds of the 
smuggling 5000 tons of rice, 400 bales of cloth, and 69 Japan-made 
vehicles were purchased, which were distributed among military 
and civil authorities and social-welfare institutions; the money 
earned was also used “for the construction of a university build- 
ing, for the repair of roads, for the equipment of hospitals, and 
for other construction purposes in Sulawesi” (Java Bode, Djakarta, 
July 17, 1956). 

In the Menado area of North Sulawesi the center of resistance 
seems to have been a group made up of copra cultivators and 
processors, civil servants, members of highly volatile veterans’ 
groups, and a handful of merchants, which took over local Jajasan 
operations and founded an independent copra organization. The 
territorial army commander openly came to their support when 
it appeared that the central government was intent on taking 
economic sanctions against the area by declaring Bitung harbor 
closed to international shipping. But in the face of determined 
opposition the government has characteristically refused to press 
the matter, has even dissolved the Jajasan Copra, and has drafted a 
plan to establish a vast network of independent copra cooperatives 
and trading organizations. In Macassar, South Sulawesi, the 
course of resistance was almost identical with that in Menado. 
Here, too, separate copra foundations were established, veterans 
and army leaders in sympathy with the entrepreneurs gave a mili- 
tant tone to the resistance, and the central government believed 
prudence to be the better part of valor and in effect acquiesced. 

Again, the events in Sulawesi have important implications for 
the remainder of Indonesia, which need to be stressed. The suc- 
cessful copra revolt means in effect the coming of age of the Indo- 
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nesian entrepreneur, whether engaged in commercial agriculture, 
industry, or the distributing trade, and it gives evidence that the 
traditional structure of Indonesian societies, especially those be- 
yond Java, has altered to such an extent as to indicate the emer- 
gence of new regional elites, composed of the middle-class business 
element supported by the local bureaucracy and the territorial 
army commands. In other words, the copra revolt underscores 
the decline of the traditional aristocracy and its replacement by a 
less monolithic power group drawn from the business world. 

These changes have been long in coming, for well before World 
War II there were areas like West Sumatra or South Kalimantan 
(Borneo) where a new class of nouveau riche traders and entre- 
preneurs began to exert severe pressure on the elite status of 
traditional headmen and communal chiefs. In this process some 
significant differences between the Javanese social structure and 
that of the other Indonesian islands became apparent, differences 
that to a considerable extent explain the greater dynamism in 
entrepreneurial development in the areas beyond Java. 

In the first place, there is a marked contrast in population den- 
sity between Java and the other Indonesian islands, as a result of 
which there is a much vaster uncleared area available outside Java 
for the cultivation of profitable export crops, like rubber and 
tobacco in Sumatra or copra in Sulawesi. Indonesian entrepre- 
neurs beyond Java have thus had the advantage of an almost un- 
limited range of physical expansion, and could make connections 
with a number of accessible Oriental markets (Penang or Singa- 
pore, for example) which even at the height of colonial monopoly 
remained flourishing. Outside of Java the concentration of land 
in the hands of a few, as in Tjibodas, is all but unknown. 

Secondly, of all the islands in Indonesia, Java was the first to 
be completely brought under direct colonial dominion, and it 
was on that island that the monopolistic and discriminatory char- 
acter of the colonial economy lasted longest and worked deepest. 
Islands beyond Java were not formally “pacified” until well into 
the nineteenth century, some areas not until only fifty years ago. 
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Consequently the indigenous Indonesian trading element, which 
had played such an important economic role before the colonial 
epoch, retained its entrepreneurial dynamics to a much greater 
degree there than in Java, where the stratification of society under 
the colonial aegis tended to confine the Indonesian primarily to 
the level of subsistence agriculture while trade and industry fell 
into the hands of the Chinese. 

Finally, there is an important difference in the cultural tone of 
the societies beyond Java, for the culture patterns of feudalism, 
appanage, and royal absolutism have gone much further in Java 
than elsewhere in Indonesia. This is not to say that societies 
beyond Java have not known a feudal class or royalty, but rather 
that these tended to be less developed there, and that the old Indo- 
nesian rural communal traditions remained dominant in many 
regions, notwithstanding the development, as in Sulawesi, of an 
aristocracy. In consequence the feudal hold was broken more 
easily if new cultural dynamics of development manifested them- 
selves, such as the penetration of money economy. Like Java, 
the other Indonesian island societies experienced the influence of 
reform Islam, and benefited from its economic rationale, yet one 
has the impression that reform Islam as such played there a role 
of considerably less significance than the combination of the fac- 
tors mentioned. 

The success of the Indonesian revolution has tended to augment 
these differences between Java and the other island societies in a 
peculiar way. While it would be fallacious to see in the Indonesian 
revolution primarily the work of Javanese or Java-centered aspira- 
tions, it would be equally erroneous to disregard the potent sepa- 
ratist and regional-nationalistic trends in Indonesion nationalism 
and in Indonesian political life today. Indonesia, despite the un- 
questioned existence of formidable unifying tendencies, political 
no less than cultural, remains ethnically and sociologically a nation 
of nations, a federation of the most diverse population groups, 
societies, and sub-societies, most of them with their own traditions 
and mores and with their own level of development. The Indo- 
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nesian revolution has not only directed and amplified a newly 
won national pride in all sections of the country; it has also fed 
local and regional aspirations for development, reflecting ancient 
ethnic particularisms. 

In the past few years, and in the face of incontrovertible evi- 
dence of mismanagement and corruption in the central govern- 
ment in Djakarta, the antithesis between the daerah, as the outlying 
provinces are commonly called, and Djakarta has grown sharply 
and often ominously. It has been fed by a conviction that Djakarta 
was trying to regulate everything, was tardy in making allocations 
for local development, notwithstanding heavy contributions by 
the daerah to the central national treasury, and was, in effect, 
“exploiting” the regions with unprincipled rapacity. The Sula- 
wesi copra producers’ revolt must be seen against this background. 

In this regional awakening, officials and agencies of the national 
government have played an unexpected role of importance. The 
example of the army territorial commands is typical. Army units 
stationed in far-flung provinces have suffered, as have others, from 
the maladministration and excessive centralization in the national 
government in Djakarta: the soldiery has had to wait months for 
its pay, necessary funds for the maintenance of encampments or 
the purchase of materials have not been forthcoming, party polli- 
tics in the capital city has interfered with military training and 
discipline. Hence restive regional leaders have generally been 
able to count on the support of the armed-forces command in their 
communities. Indeed, the hard-pressed army commanders have 
had everything to gain by cooperating with local schemes of eco- 
nomic development that have bypassed or gone contrary to the 
directives of the central government. The same holds true, if to 
a lesser degree, for members of the national civil service and for 
local leaders of national political parties with headquarters in 
Djakarta. While the political consequences of these separatist 
tendencies often seem ominous, there can be little question that 
from an economic point of view they bear testimony to the ex- 
istence of vital and dynamic elements in socie*y, willing to press 
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forward with economic development on their own strength in- 
stead of waiting for the shifting winds of political favoritism in 
the capital to bring them sudden bounty. 


IV 


Indonesia is a land with a multitude of development plans. There 
is scarcely an agency of government without its set of elaborate 
and often ingenious blueprints mapping out the course of social 
and economic advance that the nation is to take. Coordination 
of these plans, under a central planning agency, and efforts toward 
the implementation of definite “five-year” or “ten-year” goals 
have for some time been a reality too. 

Yet, notwithstanding such schemes and the considerable do- 
mestic and foreign funds expended, one cannot say that the stage 
of effective implementation has been reached. To cite a recent 
authoritative Indonesian report dealing with industrial expansion 
alone: “It is obvious that industrial development in our country 
is still far from the point of having reached momentum. Even 
the results of the government program, which is only part of total 
industrial activity, have been far off the mark, in terms of the ob- 
jectives and targets set out four years ago.” 4% Many factors con- 
tribute to this retardation, but the one that the burden of this 
paper has attempted to illustrate—the great variety of social struc- 
tures and cultural tones in the Indonesian milieu as a desirable 
determinant of economic development—has thus far received only 
incidental attention. 

Thus one may hear that great stress is being placed on the de- 
velopment of peasants’ cooperatives. Indeed, Vice President Hatta 
has indicated that his resignation was motivated by a desire to 
devote all his great energy to the further advancement of the coop- 
erative movement, of which he is unquestionably the father in 
Indonesia. Yet we have seen what undesirable consequences a 


13 Institute of Economic and Social Research, “The Government's Program on 
Industries,” in Ekonomi dan Keuangan Indonesia, Djakarta, vol. 7 (November 1954) 


P- 735- 
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peasants’ cooperative may have in a society where class stratifica- 
tion and polarization of wealth are firmly entrenched. 

Everywhere there is talk, too, of the need to mobilize the autoch- 
thonous Indonesian middle-class entrepreneurs, by increased 
enactment of measures of preference for this group, measures also 
directed against the Chinese. We have seen, however, that the 
dynamization of the Indonesian middle-class entrepreneurs has 
long been under way, and that under the impetus of a new re- 
ligious rationale their expansion has taken place in a number of 
significant industries, in effective and direct competition with the 
Chinese and without the benefit of special legislation. 

Again, the cry is heard throughout Indonesia that a national 
economy is needed, that ail parts of the country must pull to- 
gether. And yet, as was indicated above, the very pressures of an 
overly centralized national government not only wound regional 
pride but hold back vital development forces locked within the 
provinces—unless these are strong enough to break the hold of 
national economic administration in a debilitating political crisis. 


Instead of through elaborate plans of national economic ex- 
pansion, implemented with distressing uniformity throughout 
the great Indonesian archipelago, it may perhaps be that the way 
to success lies in a more pragmatic and above all a more diversified 
scheme involving numbers of local development projects, each 
suitable to particular circumstances and locales. Time will tell. 








A DUAL-ECONOMY MODEL OF AN 
UNDERDEVELOPED COUNTRY* 


BY SAYRE P. SCHATZ 


Hicnsinsine analysis of underdeveloped countries is itself still 
underdeveloped. On the one hand, when rigorous analysis is 
attempted, the scope of the theory is usually too narrow.’ On 
the other hand, when economists attempt to broaden their 
approach in discussing economically underdeveloped areas, the 
result is frequently rather vague and diffuse. This paper con- 
stitutes a modest attempt to broaden the scope of the economic 
theory of less developed countries within a framework that allows 


for rigorous treatment. 
First I shall sketch a dual-economy or two-sector model of an 


underdeveloped country, and then present certain hypotheses 
about the flow of productive resources from the more primitive 
to the more modern sector. While these hypotheses will be pre- 
sented in rather general terms, they are conceivably, with proper 


* AuTHoR’s Note—I gratefully acknowledge the generous and helpful advice 
of Professors Adolph Lowe, Henry G. Aubrey, and Hans Neisser, all of the Graduate 
Faculty of the New School, in the preparation of this article. An earlier version 
was read to the Metropolitan Economic Association’s Easter Symposium for Younger 
Economists. 

1 As Adolph Lowe has pointed out, the “rigorously circumscribed economic analy- 
sis of neo-classical theory” is inappropriate for examining economic growth; “when 
we turn our attention to growth processes, such as the rise of the industrial system 
or the secular development of capitalism, systematic mutations in the meta-economic 
conditions have to be taken into account as much as changes in the economic field 
proper.” We are advancing in the direction of the “integrated social analysis” 
which characterized classical economics; the latter delineated a theory of economic 
growth which included as dependent variables, explainable by the overall system 
of thought, the supply of the factors of production, the rate of technological 
progress, and many other factors now generally considered independent variables 
beyond the scope and ken of economics. Thus “in studying economic growth, at 
least as it develops under capitalism, the conceptual range of classical theory seems 
more appropriate than the delimitations of modern theory.” See Adolph Lowe, 
“The Classical Theory of Economic Growth,” in Social Research (Summer 1954) 


pp. 127-31. 
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data, quantifiable. It is my belief that these hypotheses make 
possible a modest broadening of the theory of underdeveloped 
economies by including within the theoretical framework a par- 
tial discussion of the supplies of factors in the “market sector” 
of the economy. Finally, I shall attempt to illustrate the utility 
of the dual-economy model by using it to discuss the nature of 
inflation in a country that is economically “backward” but 


developing. 


Sketch of the Dual Economy 


The national economy of an underdeveloped country may be 
conceived of as divided into two major economies or sectors, the 
Market Economy (or Market Sector) and the Subsistence Economy 
(or Subsistence Sector). These two sectors are abstractions. They 
correspond only in a very rough way to the two real social systems 
found in most underdeveloped nations. In real life, as Boeke 
and others have pointed out,” one finds a Western-oriented, more 
or less modern, city-centered capitalistic society existing side by 


side with an indigenous, more or less primitive, village-centered 


precapitalistic society. 

In our abstract model, however, the division of the national 
economy into Market and Subsistence Sectors rests on a func- 
tional rather than a spatial or cultural distinction. The dis- 
tinguishing criterion is the use or non-use of a modern monetary 
system. The Market Economy employs a modern monetary sys- 
tem, and it embraces all factors of production (regardless of their 
geographical location or the possible primitive nature of their 
social setting) whose services are sold for Market Economy money 
or which produce goods that are sold for that money. The Sub- 
sistence Economy encompasses only that portion of the economic 
activity of the indigenous inhabitants which is for self-consump- 
tion or for limited exchange within the indigenous social sphere. 
It is true that there is what Boeke calls “village money,” and there 
are “village markets” in the Subsistence Sector, but we may legiti- 


2 J. H. Boeke, Economics and Economic Policy of Dual Societies (New York 1953). 








A DUAL-ECONOMY MODEL 421 


mately make the assumption that these have no contact with the 
Market Sector. 

Given these definitions of the two economies, factors of pro- 
duction but not products may migrate between the two. An 
example will help to clarify this distinction, as well as the dis- 
tinction between the sectors. In all underdeveloped countries, 
flows of primary products frcm the peasants to the towns and 
cities are common. These are not conceived of in our analysis 
as flows of products from the Subsistence to the Market Economy. 
Rather, when peasants begin marketing some of their crops, this 
is conceived of as a transfer of resources from one sector of the 
national economy to the other; the peasant’s labor power, land, 
and implements partially enter the Market Economy. This 
entrance of Subsistence Sector resources into the Market Sector 
may be called marketization. To the degree that the peasant still 
engages in subsistence production he remains in the subsistence 
sphere. Similarly, the indigenous inhabitants who may sell their 
labor to a plantation or factory for a number of weeks or months 
in the year and then return to the village Subsistence Economy 
may be considered partially in each domain. 

This analysis is directly concerned with the Market Economy, 
and touches on the Subsistence Economy only in so far as marketi- 
zation of resources affects the economic processes of the Market 
Economy. This restriction of the scope of the analysis should 
in no way be construed as an implied judgment that processes 
within the subsistence sphere are unimportant. 

Since we are concerned with an economically “backward” but 
developing nation, we assume that productive resources tend to 
flow from the Subsistence Sector to the Market Sector. This 
resource entry is in response to stimuli that are only partially 
economic. The supply of productive resources depends both on 
the push of forces driving factors out of the self-supporting sphere 
and on the pull of forces attracting Subsistence Sector resources 
into the modern monetary sphere. The push is generated by 
exigencies within the Subsistence Economy which make it diffi- 
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cult or impossible to obtain a livelihood by means of subsistence 
activities. The pull that draws resources into the Market Econ- 
omy is related to the desire for modern goods. While these 
desires may be simple and quantitatively limited, they are fre- 
quently very strong (Boeke, pp. 187, 206, and passim). 

The pushes and pulls result in various supplies of different 
kinds of Subsistence Economy resources. As a result of the slow 
disintegration of the social fabric, there is a more or less continual 
stream of new resources desirous of entering the Market Economy. 
The quantity of these factors willing to enter the monetary 
domain at any given time is not greatly affected by the price 
the Market Economy is willing to pay, or its need for these 
resources. Thus the chief determinant of the quantity supplied 
in any given period is not the price offered in the Market Sector, 
but the degree of stress and change in the indigenous social 
system. In economic terms, the supply curve of any factor is 
frequently more or less price-inelastic, and the position of the 
supply curve depends on social conditions in the Subsistence 


Sector. 
The demands for these resources in the monetary sphere of 


8 See, for example, Wilbert E. Moore, “Labor Attitudes Towards Industrialization 
in Underdeveloped Countries,” in American Economic Review (May 1955) pp. 
159-60: workers “are more commonly ‘pushed’ than ‘pulled’ into modern forms 
of economic activity. Much of the ‘push’ is in fact the largely unintentional con- 
sequence of external intervention. The successful attempt to reduce mortality 
has the effect of deteriorating man-land ratios, thus increasing agricultural under- 
employment and causing the landless and impoverished rural dweller to seek and 
accept other means of livelihood. The introduction of cheap manufactured goods 
may well displace the handicraft worker . . . Even the trader may be displaced 
by large-scale distribution or simply by more efficient organization of established 
markets . . . Direct political coercion . . . ranging from forced labor to the 
indirect coercion of taxation . . . [Furthermore] any society exhibits some degree 
of tension and strain, some evidence of dissatisfaction. The presence of new alter- 
natives may allow the deviant to escape.” Also Bert F. Hoselitz, “The City, the 
Factory, and Economic Growth,” in American Economic Review (May 1955) p. 177: 
in underdeveloped countries “most persons who come to the city are pushed out 
from where they have lived by events beyond their control. In some cases it may 
be the rigors of famine and other material hardships which drive people out, in 
other instances it may be civil war or banditry, but in most cases the forces which 
succeed in pushing people into the cities are persistent and strong.” 
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a developing economy depend on the nature of the development. 
For some resources the demands may exceed the supplies at pre- 
vailing prices, while for other resources the demands may fall 


short of the supplies. 


Hypotheses on the Flows of Resources 


It is necessary to have a measure of the flow of resources from 
the Subsistence to the Market Economy, and of the consequent 
increase in output in the latter sphere. For this it will be useful 
to compare the increment in output from newly inducted resources 
to what I shall call “Overflow Expenditure.” This latter term 
must be defined. 

In a developing economy, full employment without inflation 
requires that aggregate demand increase just as rapidly as the 
ability of the economy to satisfy that demand, that is, just as 
rapidly as production. Thus a limited rate of increase in spend- 
ing would not be inflationary, for the growing expenditure could 
be matched by expanding output from internal growth sources, 
that is, from an expanding capital stock, from a growing labor 
force, from increasing productivity achieved by means of tech- 
nological progress, and the like. An increment in expenditure 
beyond the amount that can be satisfied (at current prices) by 
growth within the economy is here called Overflow Expenditure 
or Overflow Spending. In an economy not receiving resources or 
output from external sources, Overflow Spending is identical with 
excess demand and is inflationary. 

It should be clearly realized that Overflow Expenditure is always 
an increment in aggregate expenditure. In the absence of 
resource or product inflows from external sources, Overflow 
Spending in any period would raise the price level in that period.* 
If aggregate expenditure continued at the same level in the fol- 
lowing period, it would not exceed production at the higher 

4This formulation implies the use of the Anglo-Saxon “equilibrium method” 


as opposed to the Scandinavian “disequilibrium method.” See, for example, Bent 
Hansen, A Study in the Theory of Inflation (London 1951) pp. 25-35. 
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current price level; there would be neither any Overflow Expendi- 
ture nor any increase in the price level. 

With the concept of Overflow Expenditure, as explained, we 
can now measure the increment in Market Sector output resulting 
from resource entry by introducing the concept of the Marketiza- 
tion Index (or, simply, the Index). The Index is the ratio of 
the increase in output resulting from the use of newly inducted 
resources to Overflow Expenditure, the increment in production 
being measured at the price level of the beginning of the period 
for which the Index is being calculated or estimated. Thus if 
Overflow Expenditure in some period were 100 and newly 
inducted resources increased production by, say, 40, then the 
Marketization Index would equal 0.4. 

Since an influx of resources into the Market Sector is expected, 
the dual-economy model will have a positive Marketization 
Index. If it is assumed that the increment in output due to 
marketization will not exceed the demand for additional output, 
that is, will not exceed the Overflow Spending, then the upper 
limit of the Index is 1. Thus the Marketization Index will lie 
between limits of o and 1. In order to develop more useful 
hypotheses about resource entry into the monetary sector, the 
magnitude and behavior of the Index must be described more 
specifically. 

This may be done by introducing the Marketization Func- 
tions—long-run and short-run. The Long-Run Marketization 
Function relates the Marketization Index to the degree of eco- 
nomic development, and the Short-Run Marketization Function 
relates the Index to the level of Overflow Spending. In order 
to define these Marketization Functions and distinguish clearly 
between them, I shall call some arbitrary amount of Overflow 
Spending per period the “normal rate of Overflow Expenditure.” 
This implies that the backward but developing economy ordi- 
narily tends to be inflationary, but the concepts could be appro- 
priately modified if this assumption were proved invalid. 

As I have just emphasized, the Long-Run Marketization Func- 
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tion relates the Marketization Index to the degree of development 
of the national economy. If the degree of economic develop- 
ment is considered too vague a concept to be the independent 
variable of a functional relationship, we could measure the level 
of economic development by the proportion of the nation’s total 
economic resources employed in the Market Sector, that is, the 
ratio of the resources occupied in the Market Sector to the total 
supply of resources in the nation. The rise in this proportion is 
likely to be a fairly reliable index of economic development. 

The hypothesis here advanced is that, given a normal rate of 
Overflow Expenditure, after some point the size of the Marketi- 
zation Index tends to decline as the national economy develops. 
The Marketization Index will probably tend to increase at first, 
so that on a graph measuring the Index vertically and the level of 
economic development horizontally, the Long-Run Marketization 
Function would be a dome-shaped curve. In other words, normal 
Overflow Expenditures in the Market Economy are somewhat 
offset by resource inflows and consequent production increases in 
that sector, but as development proceeds beyond a certain level, 
these offsetting influxes of resources and the consequent incre- 
ments in Market Sector production grow smaller. 

Three general reasons can be advanced to explain the tendency 
of the Marketization Index to decline after economic development 
has made a certain amount of headway. 

First, the source of Subsistence Sector resources dries up as 
a nation develops. An ever greater proportion of the economic 
activities of the indigenous inhabitants is devoted to monetary 
pursuits, and the size of the Subsistence Economy simply shrinks. 
This is the chief reason for the declining tendency of the Index. 

Second, the push of forces driving people out of their sub- 
sistence activities probably becomes less severe. As surplus labor 
on the land is absorbed into the Market Economy, the real incomes 
of those who have continued to devote themselves to subsistence 
production become more adequate. Moreover, the more mobile 
persons—less attached to the traditional ways and more susceptible 
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to the push—are probably the first to enter the monetary domain, 
and this leaves the more firmly rooted persons in the Subsistence 
Economy. 

The third reason for the falling Marketization Index is what 
may be called the “diminishing resource-absorbing capacity” of 
Market Sector factors of production. In an underdeveloped econ- 
omy that has previously been isolated, there are likely to be oppor- 
tunities for large-scale use of Subsistence Sector resources, with 
only a minimum investment of Market Sector capital and high- 
grade manpower. But as economic penetration and development 
proceed, there remain only the less spectacular opportunities for 
absorbing the resources of the self-supporting domain, that is, 
those opportunities which use fewer Subsistence Economy factors 
per unit of Market Economy input. 

Agricultural requirements, for example, may become stricter; 
primary products may have to be of higher quality, cleaner, better 
sorted or graded, or more uniform. Such requirements may 
impede the marketing of crops raised by the technically backward 
peasantry, and thus diminish the entry of additional Subsistence 
Sector resources. Similarly, labor standards may become more 
demanding; as Market Sector processes become better organized, 
more painstaking or more regular labor may be needed. This 
would tend to reduce the flow of new labor into the monetary 
domain. Moreover, the efficacy of public investments in attract- 
ing new resources into the Market Economy probably tends to 
decline. It is likely that the more important public investments 
will be undertaken earlier, and it is likely also that these invest- 
ments will have the greatest effect in stimulating resource entry; 
for example, the Gezira scheme for cotton production in the 
Sudan, involving large-scale irrigation and government-planned 
development, resulted in “highly successful adaptation of African 
producers to commercial agriculture.” * Similarly, transportation 
and marketing facilities, by making it possible for the peasantry 


5 United Nations, Review of Economic Conditions in Africa: Supplement to World 
Economic Report, 1949-50, p. 15. 
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to sell their crops, tend to stimulate marketization, but as eco- 
nomic development proceeds, the investment opportunities that 
remain are likely to yield smaller results in the form of inducted 
resources. 

The dome-shaped Long-Run Marketization Function that has 
here been hypothesized would differ in shape and height in dif- 
ferent underdeveloped countries, depending on their specific 
characteristics. The height or magnitude of the function would 
depend on such things as the nation’s population density and 
its rate of population increase, the relative size of real incomes in 
the Subsistence and Market Sectors, the mobility of men and 
other resources in the Subsistence Sector (which in turn is the 
complex result of multitudinous historical, cultural, and geo- 
graphical factors), the weight of the tax burden on the indigenous 
population, and whether the obligations are monetary or may 
be paid in kind, and government awareness of the opportunities 
for drawing Subsistence Economy resources into the monetary 
sphere and consequent government policy. There is neither space 
nor need in a paper such as this to discuss more fully the factors 
affecting the magnitude of the Long-Run Marketization Function. 

While the long-run function relates the Marketization Index 
to the degree of economic development, given a normal rate of 
Overflow Spending, the Short-Run Marketization Function relates 
the Index to the magnitude of the Overflow Spending in a period. 
The hypothesis here advanced is that in the short run the Marketi- 
zation Index is inversely related to the amount of Overflow 
Spending. This hypothesis rests on the assumption, already dis- 
cussed, that the influx of Subsistence Sector resources into the 
monetary domain is based to some substantial extent on long-run 
structural factors. It follows that the influx of resources is not 
completely responsive to increases in Market Economy demand 
for them. Should there be relatively large Overflow Expendi- 
tures, the actual flow of resources into the Market Sector would 
probably be unable to keep pace. The Marketization Index 
would therefore decline; the numerator of the ratio (the increase 
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in output) would not increase as rapidly as the denominator (the 
Overflow Spending). On the other hand, relative stagnation of 
demand would make for a high Index; the secular flow of 
resources into the monetary sphere might increase output by an 
amount fully equal to a modest Overflow Expenditure. 

It may be noted that although we can say with confidence 
that as Overflow Spending increases, the ratio of the increment 
in production from newly inducted resources to Overflow Spend- 
ing decreases, we cannot say for sure whether the increment in 
production from newly entered resources will increase or decrease 
in absolute terms. In other words, we do not know whether 
there is a positive or a negative elasticity of supply of resources 
from the Subsistence Economy. 

It is my own guess that generally the supply is positively 
elastic. Of course it is frequently pointed out that the peasantry 
of most underdeveloped regions want only a limited amount of 
Market Economy money to satisfy certain definite wants, and it 
is claimed that if the price they receive for their services rises 
so that they can satisfy their wants more quickly, they will offer a 
smaller quantity of their services. But if the real price offered 
for the services of inducted resources falls (as frequently occurs 
during inflation), then by the hypothesis just cited the quantity of 
resources forthcoming from the Subsistence Sector will increase— 
unless we assume a money illusion. Moreover, it may very well 
be that while the desire for Market Sector money is limited, it 
exceeds the earning opportunities available to the indigenous 
inhabitants (a point made, for example, by Boeke, pp. 187, 206). 
If this is the case, then inflationary conditions may generate a 
larger influx by creating more opportunities for Subsistence Econ- 
omy resources to earn modern money, that is, to enter the Market 
Economy. And even if the Subsistence Sector inhabitant is insen- 
sitive to the wage and price level, the Market Sector may rely 
on the middleman to recruit more resources when the demand 
is great. Thus “When coolie labor gets scarce it is not the coolie 
wages that are raised but the commissions paid to recruiting 
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agents.” Similarly, when the price of an agricultural product 
increases, the number of middlemen purchasing this crop for 
the Market Economy increases, because their business promises 
greater returns. A somewhat comparable process is relied on 
to induce owners to lease Subsistence Sector land to the monetary 
sphere (see Boeke, p. 86). 

The Long-Run and Short-Run Marketization Functions are, of 
course, related; each describes an important determinant of the 
Marketization Index. The long-run function describes the effect 
of economic development, stating that (other things being equal) 
as a nation develops beyond a certain point, its Marketization 
Index tends to decline. The short-run function isolates the 
magnitude of increases in total spending, or more exactly, the mag- 
nitude of Overflow Spending; it indicates that, given a certain 
level of economic development, the Index tends to be smaller 
when Overflow Expenditures are great, and the converse. The 
long-run function deals with the more basic tendency. A nation’s 
position on the Long-Run Marketization Function determines the 
magnitude of its Short-Run Marketization Function. In other 
words, as the dual economy develops and it moves further along 
the long-run function, the general level of the short-run func- 


tion falls.® 


Inflation in the Underdeveloped Economy 


The effect on inflation exerted by the resource flows from the 
Subsistence to the Market Sector can be more easily seen if we 
compare the dual-economy model to the Keynesian and neoclassi- 
cal models. In the strict Keynesian and neoclassical models we 
abstract from any increases in productive capacity that arise from 
internal sources, and for purposes of comparison we may do like- 


6 There is an interesting set of parallels between this discussion of the Long-Run 
Marketization Function, with its declining tendency, and Cassel’s discussion of the 
supply of labor for successive business-cycle booms and the secular changes in 
that supply. According to Cassel, a boom depends on the abscrption of labor from 
the agricultural sector, where it has been “stored.” But there is a long-run tendency 
for this source of labor to dry up. See Gustav Cassel, The Theory of Social Economy 


(New York 1932) pp. 564-73. 
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wise in the dual-economy model. The task, then, is to compare 
the reactions of these three models when they are confronted with 
increases in aggregate expenditure (when internal growth sources 
are assumed away, Overflow Spending is simply an increment in 
spending beyond the amount required to sustain a stationary 
full-employment equilibrium at the current price level). 

The neoclassical model assumes that all resources (except the 
voluntarily idle) are fully employed, and consequently neither 
input nor output can increase. The Keynesian model assumes 
that, within a wide margin, unemployed resources are freely 
available, and that only the appearance of demand for their serv- 
ices is necessary to activate them, but that once full employment 
is achieved, no additional resources are available and hence no 
further increases in output can occur. The dual-economy model 
is like the Keynesian in that an influx of factors into the Market 
Sector raises input and output. Unlike the Keynesian model, 
however, the influx is only partially related to demand, and 
furthermore, it is continuing. An alteration in the demand for 
resources does not cause a proportional change in their rate of 
immigration into and utilization in the Market Sector in the 
way that an alteration in demand in the pre-full-employment 
Keynesian model causes a proportional change in input and out- 
put. And, as long as the underdeveloped economy has not been 
fully transformed into a Market Economy, there is nothing cor- 
responding to the Keynesian state of full employment to halt the 
entry and utilization of additional resources. Thus in the Market 
Sector of the dual-economy model the coexistence of full employ- 
ment and an increasing quantity of resources is possible. 

In terms of the concepts here employed, the dual-economy 
model may be distinguished from the Keynesian and neoclassical 
models as follows: the Marketization Index of the neoclassical 
model is 0; the Index of the Keynesian model is 1 when there 
are unemployed resources, and becomes o at full employment; 
the Index of the dual-economy model’s Market Sector lies between 


o and 1. 
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If this is truc, inflation in a dual economy has certain distinc- 
tive characteristics. In an economically advanced nation, suc- 
cessive increments in spending will at first raise real income, 
leaving the price level constant, but when full employment is 
reached further increases in the rate of expenditure raise the 
price level while real income remains stationary. 

Of course, this is an oversimplification. The abrupt change 
from increasing real income to a rising price level is modified 
somewhat by a frictional rise in prices as the economy approaches 
full employment, and by the possibility of squeezing more pro- 
duction out of the economy even after “full employment” has 
been attained. But the basic pattern remains. Sufficient aggre- 
gate demand draws all of the country’s resources into production 
within a relatively short time, with only frictional lags; thereafter 
further increases in the rate of expenditure cause inflation. 

In the Market Sector of the underdeveloped economy, on the 
other hand, increases in expenditure are accompanied by both 
rising prices and expanding production. There is a continuing 
coexistence of inflation and rising output. How much of the 
increment in spending is reflected in a rising price level, and how 
much in increasing output, depends on the size of the Marketiza- 
tion Index as determined by the Marketization Functions. Our 
postulate concerning the long-run function indicates that as the 
nation develops, the Index tends to fall. Therefore, other things 
being equal, the more highly developed the country, the greater 
will be the associated price-level increase and the smaller will 
be the associated output expansion of an increment in spending. 
At any given stage of development, and therefore at any point 
on the Long-Run Marketization Function, the division into price- 
level and production increases depends on the size of the expendi- 
ture increment, that is, on the rapidity of the increase in spending. 
The more rapid the increase in expenditure, the greater the price- 
level rise as compared to the production increase, and vice versa. 

Thus we may say that the more moderate the increase in spend- 
ing and the more underdeveloped the country, the greater is 





432 SOCIAL RESEARCH 


the Marketization Index, and therefore the reaction of the under- 
developed economy to an increase in expenditure tends to approxi- 
mate that of an advanced economy with unemployment. On the 
other hand, to the extent that the rate of spending increases 
rapidly and the country is more highly developed, the Index 
approaches o, and therefore the reaction of the underdeveloped 
economy more closely approximates that of an economically 
advanced country enjoying full employment. 

In the economically underdeveloped nation both the inflation 
and the continuing influx of resources are at deast partially 
caused by that nation’s development program and its consequent 
need for more resources and expanded output. Therefore, despite 
all its evils, we should be hesitant in condemning inflation 
unequivocally in economically underdeveloped regions. While 
expanded production without inflation would be ideal, practically 
speaking this ideal seems extremely difficult to realize. Generally, 
an urgent need for production helps to induce a substantial influx 
of resources from the Subsistence Sector, and this urgent need 
is inevitably reflected in higher spending and inflation. As seems 
frequently to be the case, when on a particular issue the policy- 
makers of the world almost uniformly disregard the earnest recom- 
mendations of the economists and follow a contrary policy, the 
logically impeccable theory of the economists may have been con- 
structed on overly narrow foundations. The prevalence of infla- 
tion in underdeveloped nations seems partially to arise from an 
implicit realization that in order to stimulate a flow of resources 
from the Subsistence Economy, policies must be followed which 
tend to be somewhat inflationary. 





CAPITAL-INTENSIVE AGRICULTURE 
IN PEASANT SOCIETY: A CASE STUDY 


BY CLIFFORD GEERTZ 


4 @* contact between so-called “‘capitalistic” (that is, capital- 
intensive) forms of economic organization and so-called ‘‘pre- 
capitalistic’ (that is, labor-intensive) forms of economic organiza- 
tion has most commonly been described as leading simply to dis- 
ruptive consequences. ‘The capital-intensive intrusion is seen 
as weakening or destroying the social context within which the 
pre-capitalist sector is set. A common formulation of this sort 
of “degenerative” contact situation is that the people on the pre- 
capitalist side lack the dynamism, the elasticity of wants, and the 
industriousness of the people on the capitalist side, and that there- 
fore the appearance of money, of possibilities for wage work, and 
of the opportunity to buy mass-produced goods on the open 
market in, say, a peasant society, leads necessarily to indebteriness, 
a loss of self-respect, and a disappearance of native skills. The 
excesses of colonialism and imperialism, the anomie that the 
growth of industrialism has produced in certain parts of our own 
society, and the clearly anti-traditional effect of capital-intensive 
industry wherever it has appeared have all strengthened this 
pessimistic view concerning the necessary outcome of contact 
between industrial and non-industrial society. 

Yet with the interest in the development of economically 
“underdeveloped” areas, the problem of contact between “capi- 
talist’”” and “pre-capitalist” patterns is coming to be reassessed 
and to be investigated in much greater detail, for the possibility 
of development of such areas through capital transfers from 
economically more advanced areas rests on the possibility that 
such transfers can be effected in a manner that will lead not to 
social and cultural deterioration but to reconstruction. The pessi- 
mism of the older views, linked as they often were to policies 
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aimed at maintaining a stable relationship between advanced 
industrial areas and non-industrial ones, has now come to be 
challenged by an optimism linked with a policy designed to close 
the gap between the two sorts of areas. And where the earlier 
view tended to err in the direction of underestimating the positive 
effects of contact between “capitalist” and “pre-capitalist” forms 
of economic organization, the newer views tend often to under- 
estimate the difficulties involved in such contact, to oversimplify 
the problem by assuming the essentially stimulative effects of 
modern industrial patterns to be so strong that they will, so long 
as they are introduced in sutticient strength and in a sufficiently 
short period of time, inevitably turn the receiving country toward 
a developmental pattern; the indigenous social-cultural patterns 
are regarded as mere “‘barriers’’ to be overcome by heavy injec- 
tions of imported capital. 

The position taken in this paper is: first, that a capital-intensive 
form of economic organization introduced into a traditional social 
structure may under certain conditions come to act as an engine 
for economic development, may stimulate reform of the tradi- 
tional structure toward a more productive pattern of adaptation; 
second, that the ways in which such stimulation can fail to occur, 
in which the juncture of modern forms of economic organization 
and traditional ones can misfire and lead to cultural disintegra- 
tion on the part of the economically weaker group, are more 
numerous and more easily realized than the ways in which it can 
go right; and third, that the most important set of variables 
determining the difference between the two outcomes—the de- 
velopmental and the anti-developmental—is broadly cultural and 
social rather than narrowly economic. 

It is in this light that I intend to look at the contact between 
European introduced and managed commercial agriculture and 
peasant society in a small region in Central Java during the years 
immediately before World War II. I wish to show that there were 
essentially creative as well as destructive elements implicit in this 
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contact, and that, although the creative elements were smothered 
by colonial policies in the name of moderating the destructive 
elements, they offer hope for the future now that the political 
context of contact is altered. I wish to emphasize that in judging 
the welfare consequences of a novel form of economic activity 
“for a traditional social structure, one must be careful to distinguish 
those elements that are implicit in the economic facts as such and 
those that are the result of more broadly cultural factors, and that 
economic planning for underdeveloped areas demands:a more 
careful and positive treatment of such cultural factors than one 
that merely regards them as residual “barriers to be overcome.” 


I 


In 1953-4 I was a member of a seven-man team studying a town- 
village complex, which I shall call Modjokuto, in the eastern part 
of Central Java.1_ Modjokuto is the name of a town, a subdistrict, 
and a district. The town is the seat of government for both the 
subdistrict and the district, and is an important commercial center 
for the whole area. The subdistrict is about thirty square miles 
in extent and includes eighteen “village clusters,” while the dis- 
trict is about seventy-five square miles and consists of five sub- 
districts, including that of Modjokuto itself. Since the town lies 
at the southeastern edge of the Brantas river valley, there is within 
the district a good deal of variation in landscape type and con- 
sequently in land use. To the east of town the land breaks rather 
quickly into foothills that lead, ultimately, to a group of large 
active volcanoes. Southward the country, though only somewhat 
broken, is either forested or increasingly dry and unirrigable. 

1 The project was sponsored by the Center for International Studies of the Massa- 
chusetts Institute of Technology, and its field-work period ran from May 1953 until 
September 1954. A full description of the town, prepared by the entire team, is in 
the process of publication. I am deeply indebted to my fellow members of the 
project for suggestions and criticisms regarding this paper, which was read at the 


meetings of the Society for Applied Anthropology, in Cambridge, Massachusetts, in 
May 1956; its writing was made possible by a grant from the Ellis L. Phillips 


Foundation. 
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Thus, although there are some rice fields on all sides of the town, 
it is to the northwest that the most fertile, irrigable rice-bowl land 
lies. 

In the high mountain areas the most characteristic crops are 
the more cool-climate vegetables—cabbages, squashes, and even 
potatoes—but though some of these vegetables flow through 
Modjokuto on their way elsewhere, the bulk of them do not, and 
thus the importance of this area for the town is, relatively speak- 
ing, small. On the dryer, slightly elevated land to the south, 
Dutch private enterprise had a quite extensive plantation system— 
sugar, coffee, rubber, sisal, tapioca—before the war. During the 
war, squatters were invited on to much of this land by the Japanese 
occupation government. The migrants were given small parcels 
of land to farm, and have remained in place since the war, despite 
some governmental attempts to remove them. On the rice-bowl 
land, where most of the population is settled, one finds, of course, 
the labor-intensive, flooded-field, double-crop agriculture charac- 
teristic of Java more or less generally, and of Central Java par- 
ticularly: rice is grown during the wet monsoon; such crops as 
corn, soya bean, peanuts, in the dry. 

A labor-intensive agriculture plus a large and growing popula- 
tion means that the primary economic problem for the peasant 
is to get land and labor together in the right amounts at the right 
time. As a result, village social structure typically consists of an 
integration of political, religious, and economic activities within 
a traditionalized distribution of land rights on the one hand and 
rights over labor on the other. 

In Java the land side of the equation is expressed in a system 
of land tenure in which a set of villagers—the so-called ‘“‘kernel” 
villagers—is seen as descendants of the man or men who originally 
cleared and settled the village. Each of these villagers has a small 
unit of land over which he has lifelong use rights that are inalien- 
able and indivisible, though they are inheritable by one or another 
of his children. If a nuclear villager dies without heirs, commits 
a crime, or leaves the village, the land is redistributed to a waiting 
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candidate who lives in the village but does not yet own a share of 
such land. The village leaders have extra land rights as perqui- 
sites of their offices. A “natural” class ranking tends to form 
around this tenure system. At the top are the village leaders; 
after them the nuclear villagers who have shares in the village 
rice land; beneath them the candidates who own only house land; 
and at the bottom are those who own nothing and board with 
others. The labor-exchange system is also an explicit one, involv- 
ing different sorts of patterns appropriate to different economic 
and social contexts, and closely tied in with the land-tenure 
patterns. 

This picture of village social structure is, admittedly, an ideal- 
typical model stressing the more traditional aspects of rural life, 
and as such it is, to a certain degree, false to the facts in Modjokuto. 
The growth of private property, monetization, and urbanization, 
to say nothing of the increased landle.sness resulting from the 
rising population, has significantly blurred the edges of the under- 
lying pattern. But though the traditional village social structure 
has been strained and weakened by the kinds of developments we 
usually associate with increasing urbanization, it has by no means 
been destroyed by them. It has, in fact, proved remarkably capable 
of absorbing a very dense population without developing a sharp 
class segregation of haves and have-nots. 

Rather than a concentration of land holdings and a disfran- 
chised proletariat, there has occurred a fractionization of both 
the land-tenure and labor-rights sides of the equation, in order that 
the structure can contain more people. Thus several villages in 
the Modjokuto area recently doubled their number of nuclear 
citizens by halving the holdings of each citizen; complicated ten- 
ancy, subtenancy, renting, and subrenting patterns have developed 
which allow a greater number of people to claim a small portion 
of agricultural output from a single piece of land. Such a social 
structure, its agricultural base growing more and niore labor- 
intensive, holds an increasing number of people on the land, 
through a pattern I have called elsewhere “shared poverty,” a 
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kind of supersaturated solution of land and people sustained at 
a level of living only slightly above subsistence. 

But it has not always been so. Modjokuto was settled only from 
about 1850 on; thus, before the turn of the century, it was some- 
thing of a frontier area, and as a result had a looser sort of social- 
economic structure than was common in the already heavily popu- 
lated regions of Central Java, out of which most of the settlers had 
come and where the classic Javanese civilization was centered. 
Wet-rice cultivation took up a rather smaller proportion of the 
land in Modjokuto than in Central Java, while dry fields and 
grazing land took up a rather larger proportion. And the ecologi- 
cal pattern was a more open, flexible mode of adaptation, seem- 
ingly capable of development in any one of several directions. 
After a brief period of expansion, however, during which it 
seemed possible that rather distinctive—for Java—social, cul- 
tural, and ecological patterns were in the process of developing, 
patterns that might have led to a more dynamic sort of society, 
the economic history of the rural area became one of a progressive 
rigidification toward the typically Central Javanese modes of land 
use, social organization, and cultural outlook, a replication, with 
some differences, of the essentially static village society of the great 
rice-plain areas. 

One of the chief determining factors in this pattern of develop- 
ment was the introduction of the plantation system. The first 
plantation in the area was set up in 1879 on the basis of a seventy- 
five-year lease of government-owned “waste” (that is, unsettled) 
land. By 1885 there were five or six more under way, and by 
1925, at the height of the expansion, there were ten sugar mills, 
three tapioca mills, and two sisal mills spotted around the country- 
side within a twenty-mile radius of the town. But, even more 
important from the point of view of the effect on Javanese life, 
the sugar mills, which could not grow their crop very efficiently 
on the dry lands to the south, were renting annually from the 
village peasants about 2,500 acres of the best subdistrict rice land, 
for cane growing. The system was for the mills, through the 
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village chiefs, to contract leases with whole villages for a period 
of twenty-one and one-half years. Each eighteen months a differ- 
ent third of each village’s rice land was surrendered to the com- 
pany, the remainder being left to the peasants to till as they wished. 
Since the sugar companies, around 1925, were renting somewhere 
around 25 percent of the wet-rice land in the subdistrict each 
year, as compared with a Java-wide average of 6 percent, it is 
clear that Modjokuto before the war can properly be referred 
to as a “sugar area.” 

Some idea of the general size and shape of the expansion can 
be gathered from the fact that the volume of freight carried by 
the local railroad increased nearly forty-fold between 1900 and 
1929, the per hectare sugar rents paid to peasants doubled from 
1913 to 1924, piece-work wages rose about 20 percent in the same 
period, and prices of most staples about 50 percent. A study of the 
general area made in 1924 summed up in three generalizations the 
direct effect on the Javanese population of this burst of expan- 
sion in capital-intensive agriculture: first, manual laborers were 
in a poorer position at the height of the expansion than they had 
been at the beginning of it; second, small landholders who could 
not make a complete living out of their land were even worse 
off; and third, the larger landholders were gaining in welfare.? 

The plantation economy stimulated a change toward larger 
holdings and the proletarianization of marginal peasants. Since 
the Dutch sugar managers contracted both land for renting and 
seasonal labor through the village chiefs, that group tended to 
benefit differentially from the expansion of commercial agri- 
culture. Other individuals, somewhat well off to begin with, 
benefited in similar ways, for the mills often lent money to 
favored Javanese to buy up land on the condition that it would 
then be rented to the mill on the mill’s terms. Also, although 
planting was carried out by a seasonal work force organized under 
permanent foremen, sugar grown on peasant land was often 


2 Verslag van den economischen Toestand der inlandsche Bevolking, 1924 (The 
Hague 1926) p. 152. 
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harvested under contract by somewhat more prosperous peasants. 
These peasants were given oxen by the mills as an advance and 
they hired their own day laborers, transporting the cane to the 
railroad. Such contracting was obviously quite profitable for 
these agrarian entrepreneurs, and since village chiefs usually gave 
out these contracts it was quite profitable for them too. 

There grew up, consequently, something like a class of larger 
landholders, made up of village chiefs and other well-to-do 
peasants. These larger landholders, in addition to being labor 
hirers and harvest contractors, were commonly “moneylenders” 
as well, though they most often lent in the form of consumption 
goods—coffee, rice, textiles—at, of course, exorbitant rates. With 
factory credit or personal savings some of them bought agricul- 
tural equipment—oxen, ploughs, hoes—which they resold, lent, 
or rented to small peasants or to their tenants. In the dry season 
they traded cash crops, which were increasingly coming to be 
cultivated at that time. They even tended, in several cases, to 
develop a new settlement pattern, moving out from the solidly 
settled village block to live in isolated and (relatively speaking) 
palatial splendor in the middle of their fields. 


II 


Here we would seem to have—ignoring for the moment the racial- 
caste elements involved in the colonial nature of the organization 
of this whole pattern—a collection of some of the same elements 
that accompanied development in England in the sixteenth and 


seventeenth centuries: rising prices, a moderate decline in real 
wages, higher rents, increasing technical efficiency, consolidation 
of landholdings and enclosures, and at least the beginning of a 
genuine rural ‘“‘middle class’ of slightly larger landholders.* As 
in England, the structure of the economy was changing in such 


8See J. U. Nef, “The Progress of Technology and the Growth of Large Scale 
Industry in Great Britain, 1540-1640,” J. U. Nef, “Prices and Industrial Capitalism 
in France and England, 1540-1640,” and R. H. Tawney, “The Rise of the Gentry, 
1558-1640,” all in E. M. Carus-Wilson, ed., Essays in Economic History (London 1954) 
pp. 88-107, 108-34, 172-214. 
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a way as to bring the size of the agricultural productive unit more 
into line with the abilities of the rural farmer to manage resources, 
to come to terms with the limited divisibilities of capital and 
organization as factors of production—thus making freehold 
agriculture more a “businesslike” and less a ‘‘subsistence’’ propo- 
sition. ‘There are altogether crucial differences between the two 
developments; but the point is that for a brief period the planta- 
tion system threatened to force a complete reorganization of the 
Javanese peasant economy in the Modjokuto area. 

That it did not succeed in doing so was primarily due to three 
facts. First, the boom was short lived and collapsed almost 
entirely. Second, the form in which the plantation pattern 
impinged on the indigenous subsistence pattern tended to miti- 
gate its transformative effects. And third, the indigenous pattern 
was deeply rooted. 

The depression was as severe in the East Indies as anywhere 
else in the world, and the collapse of the international sugar 
market sent the plantations skidding down an incline from which 
they never really recovered. But the other, less purely economic, 
aspects of the problem, those concerned with the special nature 
of the interaction between commercial and subsistence agriculture 
in the Modjokuto area, are even more interesting from a theo- 
retical point of view, for they suggest that certain social and 
cultural factors were confining along very circumscribed lines 
the effects exerted by “capitalist” organization of agriculture on 
the traditional village economy, and might have continued to do 
so had world commodity prices remained stable. 

From both sides, the Javanese and the Dutch, there were strong 
social and cultural forces acting against the changes that “‘capi- 
talist”” organization of production was tending to stimulate. On 
the Javanese side the main conservative force was, of course, the 
village tradition of Central Java, which the peasants would natu- 
rally tend to replicate in Modjokuto if the social and ecological 
conditions within which they found themselves were capable of 
supporting it. On the Dutch side the conservative force was 
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the central desire of all imperialist enterprises: the wish to bring 
a people’s products into the world economy, but not the people 
themselves, to have one’s economic cake and eat it too by pro- 
ducing “capitalist” goods with “pre-capitalist” workers on “pre- 
capitalist” land. As a result, the sugar plantations aimed at an 
inherently self-contradictory goal: they needed to keep Javanese 
society flexible enough that its land and labor could be employed 
toward the production of goods salable on international markets, 
and yet rigid enough to prevent its changing in a “capitalist” 
direction, which would raise their wage and rent costs. Thus at 
the same time that their economic activities were producing the 
structural changes I have just described, their political and social 
policies were tending to recreate in Modjokuto the conditions 
under which the traditional Javanese village system would persist 
and grow stronger. 

The plantations’ reinforcement of the traditional village way 
of life took three forms. First, by restricting their interests, so 
far as peasant-owned land was concerned, to sugar, which demands 
a highly irrigated environment similar to that of rice, and by 
confining other sorts of commercial cultivation to unsettled lands, 
they reproduced in Modjokuto the sort of ecological setting char- 
acteristic of Central Java, where the traditional village patterns 
of adaptation were centered. Second, by attempting to control 
the processes of production all the way down to the raw-material 
level, the plantations hindered the development of a class of 
independent agricultural entrepreneurs. And third, by keeping 
their labor force maximally seasonal, with low wages, and by 
preventing mobility for Javanese upward through the ranks of 
their organization, the plantations encouraged the formation of 
a very large partial proletariat composed of worker peasants who 
were neither wholly on the “pre-capitalist” nor wholly on the 
“capitalist” side of the dual economy, but moved uneasily back 
and forth between the two in response to the movement of sugar 


prices. 
As for the first point, sugar is, in a tropical wet-rice country, 
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an almost ideal commercial crop, because its environmental 
demands so closely approximate those of rice, particularly in the 
fact that an increase in the intensity of irrigation is in both cases 
a paramount technical prerequisite to increased productivity. 
Thus the plantations’ decision to grow sugar on peasant land, 
and hence to make a large investment in improved irrigation 
facilities, was also almost necessarily a decision to increase the 
Javanese production of rice. As indicated above, the whole of 
the Modjokuto area up until shortly after the turn of the century 
was characterized both by a relatively low population density and 
by a low “‘rice-terrace density,” that is, terraces were interspersed 
with large expanses of unirrigated land. With the rather sudden 
increase in capital investment in improved irrigation facilities in 
the early part of the century, the river basin closed up into the 
highly populated, thickly terraced, intensively worked country- 
side it has since become. 

The heavy emphasis on irrigation at the expense of other kinds 
of capital improvement in agriculture—such as those concerned 
with stimulating a medium-scale mixed farming pattern of wet 
and dry crop cultivation plus animal husbandry—encouraged the 
development in Modjokuto of the classical Central Javanese pat- 
tern by creating the environment to which it is adaptive. By 
utilizing the Javanese-owned land in a monocultural manner and 
reserving diversification of capital-intensive commercial “waste”’ 
to lands where peasant living patterns were not directly involved, 
the plantation companies encouraged an essentially anti-develop- 
mental form of land use on the part of the Javanese. It was (and 
is) anti-developmental despite the great diversification of crops, 
because it implied a steady increase in labor intensification (and 
therefore in population density) up to some high and probably 
still unreached limit, and a maintenance of the largely uncapi- 
talized “‘lilliputian” farm, of two and a half to five acres, charac- 
teristic of so much of Java. 

The mills’ insistence on close and careful control over the 
growing of the cane also had a stultifying effect on the peasant . 
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economy. ‘The undeniably improved efficiency of this sort of 
vertical integration was gained at the cost of a tendency to reduce 
the landowning peasant’s role to that of a passive rentier living 
mindlessly off the proceeds of his sugar rents. The planning of 
land utilization became the business of the plantations, destroy- 
ing peasant initiative: “in place of peasant ingeniousness came 
a new coolie submissiveness,” to quote the Dutch economist G. H. 
van der Kolff.*| Even the peasant’s initiative in planning that 
segment of his land not at the moment in sugar was interfered with, 
for the companies paid premiums to peasants who would leave 
the land fallow in the off period. Such a system is not likely to 
produce what van der Kolff rightly regards as one of Java’s greatest 
needs, a “virile yeomanry.”” Rather, it would seem likely to pro- 
duce an effete gentry whose increased incomes are drained off 
into luxury consumption. And from reports of the fine furnish- 
ings, fancy clothes, and elaborate homes some of the sugar par- 
venus provided themselves with, that is what, in part, occurred. 

Only in part, however. That the rentier reaction was not the 
only one, not even perhaps the dominant one, is indicated not 
only by the growing cultivation, premiums and all, of non-rice 
crops on the terrace in the dry monsoon, but also by the increasing 
interest of peasants in growing their own cane. Plantation and 
government policy opposed this development strenuously, and in 
1920 a law was passed forbidding the purchase of freehold cane 
by the mills. Even so, the spontaneous Javanese interest in inde- 
pendent sugar cultivation nearly doubled the value of freehold 
cane from 1926 to 1928,5 most of the output going to Javanese- 
run mills producing crude sugar on a small scale for domestic 
consumption. Thus there is evidence that, given a free hand, a 
certain sector of the new landholding “middle class’ would have 
reacted to the stimulus provided by the sugar mills with an entre- 

4See G. H. van der Kolff, “An Economic Case Study: Sugar and Welfare in Java,” 


in P. Ruopp, ed., Approaches to Community Development (The Hague and Bandung, 


1953) pp. 188-206. 
5 Encyclopedie van Nederlands Indie (The Hague and Leiden, 1921-39) vol. 6, p. 


885. 
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preneurial rather than a rentier pattern of economic behavior. 
In fact, a more open system would have tended to select out for 
success the frugal, shrewdly calculating, and economically imagina- 
tive “yeoman” sort rather than the coupon-clipping “country 
gentleman” sort that the renting system favored. 

And finally, the plantations, having hampered the growth of a 
larger scale, more efficient farm unit, and of a more self-reliant, 
aggressive farm manager to run it—both of which their economic 
activities were in fact tending to stimulate in spite of their poli- 
cies—also followed a labor policy that hampered the growth of a 
permanent proletariat. By keeping their work force maximally 
seasonal, the Dutch prevented the formation of a “professional” 
working class wholly within the “capitalist” sector of the dual 
economy, thereby avoiding, in part, worker agitation for better 
treatment as workers rather than as colonial dependents. Fur- 
ther, the “spectroscopic” organization of the sugar industry (pure 
caucasoids in the managerial roles, pure mongoloids in the un- 
skilled roles, and mixed Eurasians in between) prevented the 
cleverer and more energetic Javanese from important advances 
upward through the industry, thus dampening any lasting moti- 
vations to activities outside of subsistence agriculture. The prac- 
tice of shifting the land rented, whereby only one-third of any 
single peasant’s land was rented in any one year, had a similar 
effect, for it allowed marginal peasants to hang on much longer 
as part-time cultivators, thus weakening the pressures on the mills 
to raise wages, to stabilize their labor force, or to finance relief 
measures for unemployed workers, who, it was argued, could 
always go back to the land. By keeping the marginal peasant with 
one foot in the rice terrace and one in the sugar mills, the Dutch 
managers were able to keep the Javanese workers’ share of the 
returns from the increasing productivity of the sugar industry 
minimal and their own profits maximal. 

In sum, the policies of the plantation companies had an anti- 
developmental effect on the Javanese agrarian economy in the 
Modjokuto area, and these policies were not implicit in the capital- 
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intensive form of operation the companies followed. On the con- 
trary, they were in opposition to the more stimulating effects that 
the mills were tending to have on the peasant economy; they 
were intended to dampen rather than enhance the intrinsically 
transformative effects of capitalist economic organization on a 
traditional structure. The policy of segregating the Javanese 
social structure from the effects of Western enterprise, rather 
than resulting from the obstacles presented to social change by a 
high and growing population, great labor intensification, and a 
lack of “capitalist spirit,” was itself one of the primary factors 
involved in the progressive strengthening of these admittedly 
formidable obstacles. 

What has produced the present rigid, overcrowded, undynamic 
situation has been a combination of factors: a traditional social 
structure able to distend to absorb a much increased personnel 
without unmanageable internal strain; a form of intensive, near 
horticultural agriculture on excellent, well irrigated soils that 
could almost indefinitely provide at least a slight marginal return 
for an added unit of labor; and a form of commercial agriculture 
that shoved a large percentage of its costs off on to the village 
economy without allowing that economy to share more than mini- 
mally in the increased returns. 

It is not, of course, that the sugar plantations caused the popu- 
lation rise: population and forms of economic production are, at 
least in the short run, fairly independent of one another, and 
result from constellations of different variables. It is merely that, 
given the rising population, the sugar plantations, which were 
the chief dynamic factors in the situation, followed a mode of 
operation leading not to a turn toward self-sustaining develop- 
ment but to stasis on a “higher” level. In the Modjokuto area, 
before the development of the sugar industry, a fairly stable 
equilibrium seems to have existed between a relatively low (for 
Java) though growing population and a relatively low (also for 
Java) level of agricultural production. The sugar industries with 
their policies made possible, in about thirty years, the establish- 
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ment of a new equilibrium with a much higher population, 
probably about the same per capita income, and little increase 
in peasant capital (aside from irrigation facilities) or skills, a 
pattern of social-economic change that J. H. Boeke, the Dutch 
economist, has aptly called “static or stationary expansion.” ® 


III 


In any case, it seems clear that in any discussion of the future 
development of the Modjokuto region, and other regions of Java 
as well, the role of commercial, “capitalist” agriculture must cer- 
tainly be a central concern. One naturally asks how much of the 
prewar result of the contact between plantation agriculture and 
village life was inherent in capital-intensive agriculture as such, 
and how much was a product of the political context in which the 
contact occurred. Is a more beneficent role in the process of 
social change possible for plantation agriculture under altered 
political conditions, or is plantation agriculture an inherently 
“anti-welfare” form of economic activity? 

But the term “‘plantation agriculture,” taken as a simple whole, 
conceals elements that need to be distinguished before one can 
talk meaningfully about its possible role in Modjokuto’s future. 
Following Sir Alan Pim, we may distinguish three main stages in 
the supply of any agricultural product to a distant consumer— 
the cultivation of the plant, its processing, and its marketing— 
noting that “at each of these stages the rival systems of plantation 
and peasant production have relative advantages and disadvan- 
tages.” 7 In the prewar period the vertical integration policies 
of the plantation companies kept these three stages under unified, 
European control, and this, as I have emphasized, maximized the 
contrast between the “capitalist’”” and “pre-capitalist’’ spheres of 
activity. Consequently one may ask whether dissolution of the 
tight bond between cultivation, processing, and marketing might 


6 J. H. Boeke, Economics and Economic Policy of Dual Societies (New York 1953) 


P- 174- 
7 Alan Pim, Colonial Agricultural Production (London 1946) p. 9. 
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make for a more workable relationship between peasant and com- 
mercial agriculture. Particularly it has been argued that a divi- 
sion of labor in which peasant organizations—cooperatives, unions, 
and the like—were mainly responsible for cultivation and sugar 
companies for processing would lead to a healthier situation. 

The question involved in such a reorganization is, of course, 
how far efficiency must fall. If freehold cane-growing is combined 
with highly capitalized milling, will the low output and poor 
quality of the former make the latter unable to justify its high 
fixed costs? Largely this depends on whether the technical skills of 
cultivation heretofore associated with the mills can be transferred 
to the peasantry—or, in the short run, on whether a mode of 
cooperation between the mills and the peasants, organized in 
cooperatives, unions, and the like, can be worked out which will 
allow the skills and capital of the sugar technicians to be effectively 
applied to the land of the peasants without reducing the latter 
simply to passive pawns in the process. If democratic peasant 
unions can gain control over larger tracts of land and work out 
relations with the sugar industry that are mutually profitable to 
the two groups, it is possible that the cost-cutting advantages of 
scientific management and capital intensification may be effec- 
tively combined with peasant freedom and progress. 

That this is not mere utopian fantasy is evidenced by the fact 
that just this sort of development has begun to occur, as yet not to 
any important degree in Modjokuto itself, but in the next two or 
three subdistricts to the northwest of it. At least two sorts of 
program are in operation in these villages, one somewhat more 
conservative than the other. In the more conservative case, a 
peasant organization rents land from its members which it then 
rents in turn to the sugar mills. Thus the organization acts as a 
go-between for the peasants, but the actual peasant participation is 
only slightly greater than before the war. In the second pro- 
gram, sugar is grown by the richer peasants, a few of whom have 
as much as a hundred and fifty acres of land, under the super- 
vision of the mills, working through a government sponsored and 








CAPITAL-INTENSIVE AGRICULTURE 449 


regulated peasant co-op. The co-op makes the price contract with 
the mills, obtains an advance, is responsible for delivery, and 
attempts to insure quality, partly by permitting the sugar managers 
to advise the peasants, inspect the cane in the fields, and so forth. 
Nevertheless, this is not a brief for the sugar industry. Whether 
or not, and how far, the sugar industry can or ought to be revived 
depends on a host of economic and other factors—such as demand, 
market organization, costs, possibilities and political practicabili- 
ties of food imports—which I do not wish to prejudge. I have 
used the sugar industry merely as an example of a type of industry 
processing primary products which seems to me to have an impor- 
tant role to play in the development of the Indonesian economy. 
Like generals planning for the last war, “underdeveloped econo- 
mists” have a tendency to plan for the last industrial revolution. 
Sugar is not, by any means, the only processing industry that can 
be developed on the basis of crops cultivable in Javanese terraces 
and gardens; soya, coconuts, palm oil, kapok, tobacco, coffee, 
cacao, fibers of various sorts, and many other crops offer possibili- 
ties for such industries, particularly if more capital can be invested 
in scientific studies of tropical agriculture and of methods for 
processing the output. Whether the product be soft drinks, candy 
bars, cigarettes, soup, soya-bean cake, or kapok-filled pillows, a 
non-exploitative integration between an advanced technology and 
Javanese primary production in agriculture is not without possible 
significance for the future growth of the Indonesian economy. 





NATIONAL BOLSHEVISM IN WEIMAR 
GERMANY 


Alliance of Political Extremes Against Democracy 


BY ABRAHAM ASCHER AND 
GUENTER LEWY 


Te share which both the nationalist right and the Communist 
left had in bringing about the downfall of Weimar democracy 
has been generally recognized by students of German history. But 
the equally common view that these forces of extremism inde- 
pendently carried on their agitation against the Republic needs 
revision. While these movements seemingly represented the two 
poles of the political spectrum, in actuality they had consider- 
able attraction for each other. As a matter of fact, at certain 
crucial moments during the 1920s this attraction culminated in 
serious attempts to achieve a working alliance and an ideological 
synthesis. This startling rapprochement between right and left, 
known in Germany as National Bolshevism, was facilitated by 
the friendly relations between democratic Germany and Commu- 
nist Russia after World War I. 

Since National Bolshevism had adherents among both extremes 
of the German political scene, it never really emerged as one 
well defined doctrine with the same meaning for all its advocates. 
It always remained a series of nebulous generalities to which 
each side gave its own interpretation, designed to serve its par- 
ticular interests. ‘The Communists resorted to National Bol- 
shevism in order to exploit the nationalistic sentiment so wide- 
spread in Germany; nationalists espoused it to enlist the socialist 
masses for their program of liberation from Versailles and impe- 
rialist expansion. The common ground was their conviction that 
each stood to benefit from an alliance between the two “pro- 
letarian nations,” Russia and Germany, against the capitalist West. 
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The sense of outrage against the terms of the Treaty of Versailles 
gave rise to the first phase of National Bolshevism. It appeared 
within Communist ranks primarily because of Soviet Russia’s 
fear that the Versailles settlement would enable the West to 
extend its supremacy over Germany. In Moscow in March 1919 
the First Congress of the Communist International denounced the 
Allies for planning to turn the Germans into “miserable starving 
slaves of Entente capital.” The design of the “allied imperialists,” 
the Comintern announced, was to force Germany into “a kind 
of Holy Alliance of capitalists against the workers’ revolution.” 
To arouse mass sentiment against these plans, the Communist 
International coined the slogans: “Long live the revolt of the 
workers against their oppressors! Down with the Versailles peace, 
down with the new Brest!” 1 In Germany this vehement rejection 
of Versailles formed the cornerstone of the Communist party’s 
struggle against the West and its advocacy of an alliance with 
Soviet Russia—a constant theme throughout the life of the 
Weimar Republic. 

A small group of militants within the German Communist 
Party (KPD) soon expressed the anti-Western line in distinctly 
nationalistic terms. The leading spokesmen for this faction were 
two Hamburg intellectuals, Heinrich Laufenberg and Fritz Wolff- 
heim (both were subsequently expelled from the party for their 
syndicalist views, and in April 1920 were instrumental in forming 
the German Communist Workers Party, or KAPD). In a pam- 
phlet written in November 1919? they held “blatant treason” 
responsible for Germany’s disaster. Resorting to the “stab in the 
back” charge, later a prominent feature of Nazi propaganda, they 
argued that Germany had not really been completely crushed 
on the battlefield. Rather, Germany’s defeat had been. sealed by 
“politicians” who, fearful above all of an armed proletariat, had 


1 The Communist International, vol. 1 (1919) pp. 118, 121, 162. 
2Heinrich Laufenberg and Fritz Wolffheim, Revolutiondrer Volkskrieg oder 
konterrevolutiondrer Biirgerkrieg? (Hamburg 1920) . 
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succumbed to the West. Traitors had accepted the dishonorable 
terms of the Allies, surrendered German territory to the “merci- 
less imperialists,” and brought about the death of hundreds of 
thousands of innocent victims by starvation. Germany's economy 
now faced the danger of being transformed into an object of 
exploitation by international finance capital. Her workers were 
on the verge of being converted into coolies and slaves. 

Germany could be extricated from her overpowering misery, 
thought Laufenberg and Wolffheim, only if through revolution 
she were converted into a proletarian state—for bourgeois society 
had proved itself incapable of coping with the national question. 
“The smashing of the capitalist state and its ruling class is the 
precondition for the marshaling of all national energies against 
the imperialism of the foreign enemy” (p. 10). Such a total mobil- 
ization of the German people, adopted earlier, might well have 
enabled Germany to resist the imposition of the Versailles Treaty. 
Now it would result in national solidarity, the necessary condi- 
tion for “the breaking of Germany's chains and the creation of 
a new society. Only the proletarian dictatorship, the soviet rule 

. . can achieve this goal” (p. g). In addition, the workers’ state 
would need an alliance with Russia to wage a successful struggle 
of liberation against Western imperialism. Such collaboration 
they considered eminently feasible, since Russia needed German 
technical skills to establish socialism fully. 

For the purpose of defending the victorious revolution, of 
regaining the lost territories, and of eliminating all “imperialist 
buffer states,” Germany, they urged, ought to create a new People’s 
Army. “The classless nation has no interest in imperialist con- 
quest, since it cannot tolerate the exploitation of foreign countries. 
Politically it will therefore always remain on the defensive, but, 
of course, this does not rule out the use of a military offensive 
for purposes of protection.” * 

The official Communist leadership rejected the National Bol- 


8 Otto Lindemann, with the collaboration of Heinrich Laufenberg and Fritz 
Wolffheim, Das revolutiondre Heer (Hamburg 1920) p. 27. 
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shevism of Laufenberg and Wolffheim. In an ambiguously 
phrased statement Lenin, writing on “left-wing Communism,” * 
referred to their views as “preposterous absurdities,” and called 
it “stupidity and not revolutionariness” to advocate ‘absolutely, 
unconditionally and immediately . . . liberation from the Ver- 
sailles Peace.”” The demands of the world revolution must be 
the primary consideration in determining the strategy against 
Westerm imperialism. In view of Germany’s military collapse, 
actual warfare against the Entente would endanger not only the 
revolution in Germany but also the “international Soviet move- 
ment.” It was a crime to “accept battle at a time when it is 
obviously advantageous to the enemy and not to us.” Implicit 
in his argument was the fear that a further defeat of Germany 
would bring “the imperialists of France, England, etc.” to the 
very borders of Russia. 

Karl Radek, Russia’s foremost expert on German affairs, leveled 
a more forthright attack on the two Hamburg National Bol- 
sheviks.* He bluntly admitted that the security of Soviet Russia 
had to be the paramount concern in the formulation of Com- 
munist foreign policy. As a devastated country, Russia, the iso- 
lated bastion of socialism, had to be given a breathing spell. 
Furthermore, both Germany and Russia had a vital interest in 
initiating trade relations with the Anglo-Saxon countries, rather 
than in waging war against them. Should war break out, however, 
the German workers, Radek argued, would surely be betrayed 
by their own ruling class. The German bourgeoisie, interested 
primarily in maintaining its class privileges, undoubtedly pre- 
ferred occupation by the Entente to a soviet dictatorship. The 
invaders might confiscate part of their profits, the revolution 
everything. The successful conduct of hostilities would therefore 
require the complete suppression of the treacherous bourgeoisie 
instead of the proclamation of a Burgfrieden (suspension of party 

4V. IL. Lenin, “ ‘Left Wing’ Communism, an Infantile Disorder,” in Selected Works, 


vol. 2 (Moscow 1947) p. 614. 
5 Karl Radek, Die auswartige Politik des deutschen Kommunismus und der Ham- 
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strife), as Laufenberg and Wolffheim so naively advocated. The 
German working class would have to fight against “Entente cap- 
ital” in alliance with the international proletariat and not with 
the German bourgeoisie. In these circumstances, Radek thought, 
the demand for a “revolutionary war” emanated not from con- 
siderations of genuine radicalism but from “nationalistic impa- 
tience’—to him a characteristic feature of petty-bourgeois 
thinking. 

Radek’s sharp attack on Laufenberg and Wolffheim did not 
constitute a categorical rejection of their views. He insisted that 
the party could not tolerate elements with ‘“‘petty-bourgeois 
prejudices” within its ranks. “But under certain future condi- 
tions,” said Radek (p. 3), “the Communist Party can establish 
contact with National Bolshevism.” It was the party’s duty to 
“proffer a hand” to those sincere bourgeois elements, intellectuals 
and officers who had the courage to forgo their class privileges 
and turn to the KPD to save the nation. “Concern for the 
national question can also be one of the paths leading to 
Communism” (p. 2). 

Radek’s hesitation to close the door on all cooperation with 
the nationalists was well grounded. In 1919, while in a Berlin 
prison for alleged participation in the January uprising of the 
German Communists, Radek had actually come into contact with 
several such “sincere nationalists.” One of them, General Eugen 
Freiherr von Reibnitz, Radek described as the “first representa- 
tive of the species labeled ‘National Bolsheviks.’ ® ‘This former 
intimate of Ludendorff agitated within the officer corps not only 
for an alliance with Soviet Russia but also for a so-called “‘peace- 
ful revolution.” For a revival of Germany’s economy Reibnitz 
considered it essential to give the workers a dominant position 
by nationalizing industry and setting up factory committees. 
Similar ideas were voiced by Rear Admiral Hintze who, deeply 


6 Edward Hallett Carr, “Radek’s ‘Political Salon’ in Berlin 1919,” in Soviet Studies, 
vol. 3 (1952) p. 427. This article is a partial translation of Radek’s reminiscences, 
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shaken by Germany’s fate, insisted on “a change of regime” as the 
sine qua non of her restoration to greatness. 

A more comprehensive theory of National Bolshevism, devel- 
oped on the right, was that of Paul Eltzbacher, professor of eco- 
nomics in Berlin.*’ So distressed was he by Germany’s sad plight 
that he was willing to throw himself into the arms of Bolshevism. 
The Bolshevization of Germany seemed to him the only course 
of action that could save the country from an infinitely worse 
calamity, domination by “American and English capital.” “Even 
if the dictatorship of the proletariat were far more dreadful than 
it is in reality,” he wrote (p. 28), “it means at least that Germany 
will be ruled by Germans. Who would not prefer to submit to 
the dictation of his German brothers rather than let himself be 
enslaved and exploited vy cold-blooded Englishmen and vengeful 
Frenchmen?” 

Eltzbacher did not suggest that in adopting the dictatorship of 
the proletariat the German people should blindly imitate the 
Russian example, particularly the violent form it had assumed 
there. At the same time he could not but be fascinated by the 
energy and ruthlessness displayed by Bolshevism. It was entirely 
free from “exaggerated regard for the liberty of the individual 
and sentimental tenderness,” and fully recognized that the “state 
represents coercion” (p. 21). Animated by “powerful idealistic 
ardor,” it constituted a comforting contrast to Social Democracy 
and democracy in general. “With merciless determination [Bol- 
shevism] compels the individual to subordinate his interests to 
those of the community. It has the courage to act and therefore 
possesses creative power’ (p. 38). 

Eltzbacher believed that the adoption of Bolshevism would 
pave the way for a Russo-German alliance, thus securing Germany 
against the Polish danger and enabling her to keep the left bank 
of the Rhine. Since, according to Article VI of the first Sov- 
iet Constitution, Bolsheyism opposed the exploitation of weak 
nations, he deemed completely unfounded the fear that “once 


7 Paul Eltzbacher, Der Bolschewismus und die deutsche Zukunft (Jena 1919). 
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Germany has accepted Bolshevism Russia will attempt to domi- 
nate her” (p. 26). Indeed, only prosperous capitalist nations had 
to fear Bolshevism; Germany “had nothing to lose but her chains.” 

Perhaps even more desperate in its tone and in its hostility 
to Western institutions and ideals was the “German Manifesto,” 
which resulted from discussions between several small nationalist 
groups. It denounced political parties as ‘‘hotbeds of professional 
quarrelsomeness” imported from France. Democracy, the legacy 
of Versailles, should be replaced, it stated, by a system of gov- 
ernment in which “the decisive voice is exercised not by votes, 
money, and idle talk, but by vigorous action.”” Germany could 
be saved only if her youth joined the ranks of a radical labor 
movement and stood ready to attack Germany's and Russia’s 
mortal enemy, French capitalism and militarism. To succeed in 
this program the anonymous author urged: “We must adopt 
any and all means which serve the struggle for liberation. And I 
insist: all means!” § 

Despite these rousing calls to action, National Bolshevism in 
this first phase essentially remained a movement of leaders with- 
out followers. Weary of war and preoccupied with satisfying 
their most elementary needs, the mass of German people were 
unwilling to risk another holocaust. The isolation of those who 
propounded National Bolshevik views was intensified by the sus- 
picion with which both Communists and many nationalists 
regarded this new doctrine. By September 1920 Laufenberg and 
Wolffheim had been expelled from both the KPD and the 
KAPD; a month earlier General Weygand had defeated the Red 
Army before Warsaw, and its declining prestige resulted in dis- 
illusionment in nationalist circles with Russia as a potential savior. 


I 


1923 was a critical year for the Weimar Republic. Germany's 
very existence as a sovereign power seemed to be at stake, while 


8 See Karl Otto Paetel, ed., Sozialrevolutiondrer Nationalismus (Flarchheim 1930) 
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internally the country faced economic collapse. On January 11 
French and Belgian troops had begun to occupy the Ruhr, the 
heart of industrial Germany, in order to collect the reparations 
that had not been fully forthcoming. Too weak to meet the 
invasion with force, the German government supported passive 
resistance. Production in the Ruhr came to a standstill, violence 
flared up sporadically. In addition, inflation shook the entire 
nation, ruining the middle class and throwing the workers into 
a destitute state. The reaction in Germany to these events was 
threefold: strong patriotic protest against the seizure of German 
territory swept the country; within the working class growing 
numbers turned to radicalism on the left; and for the first time 
extremism on the right assumed the character of a mass move- 
ment. This coincidence of a national and a social emergency 
produced the second phase of National Bolshevism. 

To exploit the critical situation the KPD, despite hesitation on 
the part of some leaders, joined the “struggle for national libera- 
tion,” a policy it had shunned only three years earlier. A few 
days after the occupation of the Ruhr the Communists appealed 
to the German proletariat to “fight against the French imperialist 
invasion.” ® Parroting the rightists, the party called for ‘the over- 
throw of the government of national dishonor and treason.” *° 
The change in attitude was motivated by a desire to capitalize 
on the deep-seated nationalistic feeling. “It is essential,” urged 
the theoretical organ of the KPD, “that we exploit this sentiment 
to avoid it being used against us.” ™ 

The party also hoped to weaken the growing Volkische move- 
ment, consisting of numerous, widely scattered extremist groups 
whose political views were rather nebulous and whose actual 
strength it is difficult accurately to ascertain. Basically, they 
espoused vehement nationalism and racial antisemitism, and were 


9 Internationale Presse-Korrespondenz, vol. 3 (1923) p- 153- 
10 Bericht tiber die Verhandlungen des IX. Parteitags der Kommunistischen Partei 


Deutschlands, Frankfurt a.M., April 7-10, 1924 (Berlin 1924) p. 42. 
11Leonid and A. Friedrich, “Der Mittelstand, Nationalbolschewismus und die 


Partei,” in Die Internationale, vol. 6 (1923) p. 115. 
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therefore ideologically closely linked to the young National Social- 
ist movement, which most of them ultimately joined. For the 
Communists the new line assumed particular importance in view 
of the growing support that the party was gaining among the 
workers during the first half of 1923; 7 the KPD therefore felt 
that if only it could win over the petty bourgeois elements swell- 
ing the ranks of the nationalists, or at the very least neutralize 
them, its chances in the struggle for power would improve 
considerably. 

Such a course fitted in well with Russian foreign policy, which 
ever since 1918 had counted on Germany to serve as a bulwark 
against the West. The Soviet leaders had always regarded France 
as one of their most dangerous enemies, and the specter of a 
French advance into Germany heightened their fears. Izvestia 
gave expression to this alarm when it declared on January 21: 
“The complete domination of Germany is a serious threat to 
Soviet Russia. It would make French imperialism our immedi- 
ate neighbor.” The Russians even opposed any attempt at a 
Communist revolution in Germany, since such a disturbance 
might weaken that country’s ability to resist France.4* The Com- 
intern therefore decided that Germany’s struggle against France 
was that of an “enslaved country” defending herself against 
“Western imperialism,” and deserved the wholehearted support 
of the revolutionary international proletariat. ‘Our sympathy,” 
said Litvinov on January 27, “is with Germany, as it is with any 
oppressed nation.” ** 

In developing the thesis of Germany’s “progressive role”’ the 
Communists manipulated traditional Marxist categories.° The 


12 Arthur Rosenberg, A History of the German Republic, tr. by Jan F. D. Morrow 
and Marie Sieveking (London 1936) p. 194. 

18 See W. G. Krivitsky, In Stalin’s Secret Service (New York and London 1939) 
p- 43, and Trotsky’s comments on March 1, 1923, in Jane Degras, ed., Soviet Docu- 
ments on Foreign Policy, vol. 1, 1917-24 (London 1951) p. 376. 

14 Quoted in Louis Fischer, The Soviets in World Affairs, vol. 1 (New York 1930) 
P- 450- 

15 Quotations in this and the two following paragraphs are from Internationale 
Presse-Korrespondenz, vol. 3 (1923), as follows: E. Varga, “Wirtschaft und Wirt- 
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concept of the class struggle was transposed to the level of inter- 
national conflict. At its Second Congress in 1920 the Comintern 
had already drawn a distinction between two types of states, 
“exploiters” and “exploited nations.” The world proletariat, the 
Congress had urged, must conclude a united front with the sub- 
jugated peoples in order to destroy “international imperialism.” 
As a result of the imposition of the Versailles Treaty, Germany 
now was classified an exploited nation, and the same tactic was 
therefore employed in her case. The noted Russian economic 
analyst, Eugen Varga, pointed out that Germany’s economy had 
become so weak and fallen so completely under the domination 
of England and France that Germany could “no longer continue 
to exist as an independent power’; in fact, she had been reduced 
to the status of a colony. The occupation of the Ruhr seemed 
final proof of Germany’s plight as ‘‘an object of French imperialist 
policy.” 

The French invasion, argued the Communists, not merely rep- 
resented a simple act of aggression but, as Frélich wrote, pointed 
up France’s role as the “most powerful agent of the counter- 
revolution.” Still thriving, French capitalism had at its disposal 
a highly efficient and reliable state apparatus and a mighty army 
with which it aimed to subjugate the entire continent. France 
had organized and financed numerous expeditions in order to 
crush the Bolsheviks, and had taken the lead in the establishment 
of the Cordon Sanitaire surrounding Russia. France therefore 
constituted the greatest danger to the world revolutionary move- 
ment, greater even than Mussolini and Noske, the “butcher of 
the German proletariat.” 

In these circumstances, declared the KPD, the party’s historical 
task was to assume leadership in Germany’s “social and national 
struggle for liberation.” “Poincaré’s threat to the German 
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nation,” warned Radek, “is in effect a threat to the German 
revolution.”” The working class must therefore have the courage, 
he said, “to put itself at the head of the nation, to accept the 
burden and honor of leading the people and fuse the class struggle 
with the quest for national emancipation”; a workers’ government 
would not even shrink from waging war against the Versailles 
victors. In short, exhorted Neurath, a leading Communist, 
instead of “intransigent internationalism we need flexible 
internationalism.” 

The situation in 1923, the Communist theorist Thalheimer 
asserted, must not be confused with that of 1914. At that time 
the German left had rightly condemned the Social Democrats— 
the so-called ‘Social patriots”—for participation in an imperialist 
war fought in the interest of a reactionary bourgeoisie. The war 
on the Ruhr, on the other hand, was “objectively revolutionary,” 
despite the leading role played by such capitalists as Cuno and 
Stinnes. “The German bourgeoisie, however counterrevolution- 
ary it may be internally, has, owing to the cowardice of the petty- 
bourgeois democrats (above all the Social Democrats) taken up a 
position which makes it appear externally revolutionary. Like 
Bismarck in 1864~—70 and for similar historical reasons, it has 
assumed this external revolutionary character against its own 
will.” 16 

Troubled lest these strange pronouncements give the impression 
that nationalism had been unquestioningly embraced and had 
made superfluous the class war against the internal enemy, the 
party hastened to affirm its opposition to the German bourgeoisie. 
It issued the double-edged slogan: ‘Beat Poincaré in the Ruhr 
and Cuno at the Spree.” The proletariat had to maintain the 
vigorous fight against the ruling circles, which continued to 
exploit the workers and which could not be trusted to remain 
faithful to the national cause. Only after the defeat of the bour- 
geoisie could genuine national liberation be attained. In theory 


16 August Thalheimer, “Some Tactical Problems of the War in the Ruhr,” in 
The Communist International, no. 25, (n.d.) p. 101. 
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such a “war on two fronts” was possible; in practice, however, 
the party, by so strongly emphasizing resistance to France, could 
not but moderate somewhat its traditionally fierce hostility toward 
its own government and the bourgeoisie. Increasingly, in party 
pronouncements, the term Volk appeared alongside that of 
“proletariat.” 17 

By midyear 1923 Russia’s world position had deteriorated to 
such an extent that the Communists could no longer afford their 
moderation. The sharpening tensions between Soviet Russia and 
England over influence in the Near East and India had brought 
the two countries to the brink of diplomatic rupture. Fearful 
of the Kremlin’s designs on the Dardanelles, Turkey had aban- 
doned her hitherto friendly attitude toward Russia and aligned 
herself with Britain. In Persia, Afghanistan, and India British 
authorities claimed to have discovered a network of Soviet agents 
fomenting revolutionary activities. The series of crises in Anglo- 
Russian relations culminated in May in the Curzon ultimatum, 
which threatened the cancelation of all trade agreements unless 
the Communists ceased their “pernicious activities.” Russia’s 
fears of the West now gave way to panic. Already frightened 
by France’s advance into Germany, the Soviet government viewed 
the English ultimatum as another move toward a new interven- 
tion. “Soviet Russia and the German workers,” warned Inpre- 
korr (vol. 3, p. 682), “are to be strangled together. A new world 
war is being prepared.” The formation of a Russian-German bloc 
seemed imperative. At the initiative of the Comintern, there- 
fore, the KPD’s coy flirtation with nationalism turned into ardent 
wooing of nationalist extremists. 

The inauguration of this campaign was assigned to Karl Radek, 
who enjoyed a reputation for ideological versatility. As already 
mentioned, Radek had toyed with National Bolshevik ideas for 
a number of years, and he was convinced that such a position did 
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not imply a concession to nationalism. In fact, on June 16 he 
noted to the Enlarged Executive of the Comintern in Moscow 
that Communists “must condemn nationalism in all its forms.” 
Four days later the same Radek, again addressing that group, 
delivered a startling speech, glorifying the heroism of Leo 
Schlageter, who had been executed in May by the French for acts 
of sabotage in the Ruhr.” A member of the Freikorps and an 
organizer for the Nazi party, he had gone to the Ruhr early in 
1923 to fight the invaders. Friends betrayed him to the French 
authorities, and during his trial he in turn revealed the names 
of several of his accomplices.2* The condemnation of Schlageter 
created a stir throughout Germany; rightists raised him to the 
status of a national hero, and the Nazis revered him as one of 
their early martyrs. It was this man who inspired Radek to 
tender an olive branch to the nationalists by inviting them to 
coordinate their efforts with those of the Communists. 
Schlageter, Radek contended in this speech (p. 153), was a 
“martyr of German nationalism” whom Communists ought to hold 
in high regard: as “a courageous soldier of the counter-revolution, 
he deserves to be sincerely honored by us, the soldiers of the 
revolution.” ‘True, Schlageter had fired on German workers, but, 
as Radek hastened to add, he had not acted “from selfish motives”; 
he had been “convinced he was serving the German people.” *” 


19 Internationale Presse-Korrespondenz, vol. 3 (1923) p. 902. 

20 Karl Radek, “Leo Schlageter—The Wanderer into the Void,” in Labour 
Monthly (London) vol. 5 (1923) pp. 152-57. Der Wanderer ins Nichts (The Wan- 
derer into the Void) was a novel that appeared in 1920, relating the story of a 
Freikorps officer who died fighting against Spartakus. 

21 Robert G. L. Waite, Vanguard of Nazism: The Free Corps Movement in 
Postwar Germany, 1918-1923 (Cambridge, Mass., 1952) pp. 236-37. 

22 In answer to a reproach for these compliments, Radek later offered an explana- 
tion: “I always have high regard for those who are willing to risk their lives 
for their ideals, even though they are class enemies against whom I shall fight to 
the limit. On the other hand, I have nothing but scorn for people who dare not 
put themselves into jeopardy for either the revolution or the counter-revolution and 
who can do nothing but wail like old women.” ‘See Karl Radek, “Der Faschismus, 
wir und die deutschen Sozialdemokraten,” in Schlageter: Eine Auseinandersetzung 
zwischen Kari Radek, Paul Frélich, Graf Ernst Reventlow, Moeller van den Bruck 
(Berlin n.d.) p. 6, hereafter cited as Schlageter Auseinandersetzung. 
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Idealistic nationalists such as Schlageter had to be given credit for 
realizing that deep social cleavages within Germany prevented the 
attainment of national emancipation. They appreciated the fact 
that an exploited, wretched working class could not be relied on 
to defend the nation. Yet, Radek pointed out, they failed to per- 
ceive the only effective remedy. Just as the emancipation of the 
peasants had been necessary in order to win the battle against 
Napoleon after Prussia’s shattering defeat at Jena, so now the 
workers had to be freed once more from their fetters in order to 
expel the French invaders. 

Perhaps the most serious shortcoming of the nationalists, Radek 
maintained in this speech, was their failure to detect the betrayal 
of those who posed as the champions of the national cause. Sin- 
cere patriots must break with the profiteers, speculators, and in- 
dustrial magnates who were enslaving the German people and 
sending “‘securities abroad so that they may be enriched and the 
country impoverished.” They must make common cause with 
the vast majority of the German people, they “must create a united 
front of brain and hand workers . . . Only old prejudices stand in 
the way.” ‘Thus united, “Germany will be able to draw upon a 
vast potential of resistance which in turn will overcome all ob- 
stacles. If the cause of the people is made the cause of the nation, 
then the cause of the nation will become the cause of the people”’ 
(p. 156). Then Germany will find the way toward an alliance with 
the “Russian workers and peasants in order to throw off the yoke 
of Entente capital.” 

Radek concluded his speech with an emotional appeal (p. 157): 
“. . . we believe that the great majority of the nationalist-minded 
masses belong not to the camp of the capitalists but to the camp of 
the workers. We want to find, and we shall find, the path to those 
masses. We shall see to it that men like Schlageter, who are pre- 
pared to die for a common cause, will become not wanderers into 
the void, but wanderers into a better future for the whole of man- 
kind; we shall make sure that they will not spill their blood for 
the profit of the coal and iron barons, but in the cause of the great 
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toiling German people, who are a part of the family of peoples 
fighting for their emancipation . . . Schlageter himself cannot now 
hear this declaration, but we are convinced that there are hun- 
dreds of Schlageters who will hear it and understand it.” 

Radek’s “Schlageter Speech’ was publicized throughout Ger- 
many. As the statement of a leading figure of the Communist 
International, it clearly revealed that National Bolshevism had 
finally won the official endorsement of the Communist leadership. 
The Politburo of the Russian Bolshevik party had concurred in 
the enunciation of the Schlageter line, and Zinoviev, as head of 
the Comintern, had given his written consent to the speech, after 
its delivery describing it as “correct and good.” 8 Though the 
National Bolshevism in the Schlageter speech did not constitute 
a radical innovation, the fact that it bore this stamp of approval 
indicated the seriousness of the Communists’ intentions. Russia’s 
plight, it seemed, required daring remedies. In pronouncements 
still permeated with Marxist terminology the party now declared 
that it must welcome aid from any quarter. “Whoever is sincere 
in his intentions of marching with us part of the way (ein Stiick 
Wegs) will find us willing,” said Paul Frélich in the Schlageter 
Auseinandersetzung (p. 23). By mid-1923, then, the KPD’s “flexi- 
bility” had reached a point where the party could call for revolu- 
tionary action against the class enemy and at the same time eulo- 
gize a man who had taken pride in massacring proletarians. 

The clarion call of Radek struck a responsive chord among 
rightist elements. In July Rote Fahne, the KPD’s leading daily 
newspaper, brought out a special issue entitled “Germany's Way.” 
It carried the Schlageter speech on the front page. On Radek’s 
suggestion two nationalists, Graf Ernst Reventlow and Moeller van 
den Bruck, submitted their replies to the Communist paper, which 


23 See Zinoviev, Address to the Thirteenth Party Conference, in Pravda, January 
25, 1924, quoted in Seymour Rotter, Soviet and Comintern Policy toward Germany, 
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displayed them prominently in the same issue. Both were im- 
portant right-wing publicists with considerable influence. Revent- 
low, editor of the notoriously antisemitic weekly Reichswart, later 
became a full-fledged Nazi; Moeller van den Bruck ardently advo- 
cated imperialist expansion and is regarded as a precursor of Na- 
tional Socialism.** Like all nationalists, they were deeply con- 
cerned with the elimination of class antagonisms. It was their 
fear that a divided nation precluded the pursuit of an aggressive 
foreign policy by Germany. They were therefore particularly 
pleased to witness the Communists’ apparent conversion from de- 
fenders of the proletariat to champions of the nation. Eager to 
establish contact with these potential allies, Reventlow and 
Moeller clasped the hand Radek extended. To write in Rote 
Fahne appeared to them a unique opportunity “to disseminate 
volkisch-soziale ideas among young Communist idealists and to 
enlist their support.” ** Could it be that Radek, the arch manipu- 
lator, was being manipulated? 

The admiration Radek had expressed for the “heroic national- 
ists” found its counterpart in the respect Reventlow and Moeller 
felt for the dynamic qualities supposedly displayed by the Com- 
munists. They regarded them as determined idealists who “pos- 
sess genuine patriotic feelings.” Furthermore, Reventlow con- 
tended, Vélkische and Communists were drawn together by certain 
common interests. Both held the new democracy responsible for 
an inept, vacillating, and spineless foreign policy. Both Vélkische 
and Communists strove for radical change by recourse to extreme 
measures, and shared an eagerness to destroy the “Weimar sys- 
tem.” All other parties, committed to parliamentarism, wasted 
their time talking in the Reichstag and “promoting their selfish 
interests.” Conservative and Communist revolutionaries, on the 
other hand, loathed democracy and liberalism, which emanated 


24For an excellent exposition of Moeller’s ideas see Fritz R. Stern, Cultural 
Despair and the Politics of Discontent: A Study of the Rise of the “Germanic” 
Ideology, unpublished dissertation (Columbia, 1953) pp. 147-209. 
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from an individualistic and egotistical conception of life.** They 
shared a bitter hatred for capitalism, which was characterized by 
exploitation, stress on materialistic values, and class conflict. They 
sought ‘an abandonment of the institutions of private property, 
the nationalization of banks, trusts and state control over land 
etc.” 27 Finally, Reventlow and Moeller argued, both Vélkische 
and Communists put their trust in Russia, which, as an oppressed 
and “proletarian nation,” was the natural ally of “proletarian 
Germany” against the West and all it stood for. 

Despite these affinities, Reventlow and Moeller also saw serious 
obstacles in the way of any real cooperation. Important ideologi- 
cal barriers still separated the two groups. The Vé’kische, they 
counseled, must insist on a German type of socialism, one free 
from the destructive notions of class struggle, proletarian dictator- 
ship, and an enervating internationalism. Germany had to create 
her own socialism, based on the idea of the Volksgemeinschaft 
(people’s community), which would lead to an “organic unity” 
grounded on the “cooperation of all estates.” ** Such a new order, 
they maintained, could be realized only with the elimination of all 
Jewish influence, a step that the Communists, both in Germany 
and in Russia, would have to take to prove themselves acceptable 
allies. Vituperative attacks on the Volkische by the Communists 
must cease. And, of course, Russia would have to forgo any at- 
tempt to dominate Germany. If these conditions were met, 
Reventlow concluded, the Vélkische would not be averse to the 
proposal to march together ein Stiick Wegs. As he put it in the 
Schlageter Auseinandersetzung (p. 19): “Should Mr. Radek and 
the Communist International, for which he spoke, be ready for 
such cooperation, let them follow words by deeds. We Volkische 
are not prejudiced, and are willing to accept support from anyone. 


26 Arthur Moeller van den Bruck, Das dritte Reich, 3rd ed. (Hamburg 1931) p. 
201. 

27 Graf Ernst Reventlow, Vdlkisch-kommunistische Einigung? (Leipzig 1924) pp. 
43-44- 

28 Arthur Moeller van den Bruck, Das Recht der jungen Vélker: Sammlung 
politischer Aufsdtze (Berlin 1932) p. 66. 
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But we will not consider sacrificing the ‘substance’ of our vdlkische 
ideals or having them infringed upon.” 

From its very inception early in 1923 National Bolshevism was 
not limited to mere theoretical disputations on the highest levels. 
Frequent discussions took place between individual Vélkische and 
Communists, and sometimes even between Nazis and Communists, 
about the need for a united front against France. Speakers from 
all these movements shared the same platforms and carefully ad- 
justed the contents of their addresses so as to win applause from 
mixed audiences.”® ‘The Communists asserted that fascism—a term 
used by them indiscriminately to describe all extreme rightist 
groups—was a political movement with a definite social content 
that had to be fought not simply by force but primarily with ideas. 
The crucial task of the party was to wean the Mittelstand from the 
clutches of fascists. ‘This could be accomplished only by putting 
“the strongest emphasis on nationalism in our propaganda.” * It 
could not be done “‘if, as hitherto, our press restricts itself to rant- 
ing about fascist stormtroopers, about heroes of the rubber cudgel, 
their stores of arms and the financial backing of the National So- 


cialists [by big business].” ** In fact, as a KPD circular for or- 
ganizers among nationalist officers exhorted: “One has to speak 
with officers very courteously and amiably, to address them by the 
title ‘Your Excellency.’ References to Marx and party jargon are 
to be avoided.” *” 


29 See Carr, Interregnum (cited above, note 23) p. 182. The Communists, clamor- 
ing for nationalist support, are said to have resorted to antisemitism. Ruth Fischer, 
in particular, has been charged with attacking “Jewish capitalists.” She herself 
denies that this implied antisemitism. In a letter of May go, 1955, she pointed out 
to the present writers that she “tried to explain to National Socialist students the 
need to fight not only Jewish but also Gentile capitalists.” See also Ruth Fischer, 
Stalin and German Communism: A Study in the Origins of the State Party 
(Cambridge, Mass., 1948) p. 283. 

80 Paul Béttcher, “Der Weg und Wille zur Macht: Ergebnisse der Erweiterten 
Exekutive der Kommunistischen Internationale,” in Die Internationale, vol. 6 (1923) 
p- 426. 

81 Friedrich (cited above, note 11) p. 118. 

82 Reported in Vorwdrts, evening ed., August 8, 1923. See also Ruth Fischer 
(cited above, note 29) p. 282. In the light of such pronouncements one reads with 
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When the Nazi party invited a Communist speaker to a public 
debate, the party sent Hermann Remmele, who tried to minimize 
the differences between the two groups by the following-remarks: 
“At the very beginning, I wish to make one thing clear. The Na- 
tional Socialist Party, like all other socialist organizations, has 
within its ranks a number of convinced and honest people. Dedi- 
cated to a cause we reject, they pledge to it their lives. This cour- 
age and bravery we honor and respect.” ** Another Communist 
speaker at a political rally organized by Reventlow declared that 
“The time is not far off when Vélkische and Communists will be 
able to unite” (Berliner Tageblatt, February 9, 1924). And a 
Nazi agitator publicly expressed the hope that “despite deep- 
seated differences it will be possible to act together against the 
common enemy” (Die Rote Fahne, August 4, 19293). 

There is evidence of actual military cooperation between Voélk- 
ische and Communists during the critical year 1923. They aided 
each other in the procurement of arms; in numerous acts of sabo- 
tage, committed in the Ruhr against the French, members of the 
two groups worked hand in hand; they fought together against 
separatists in the Rhineland, and were usually “led by nationalist 
Prussian officers.” ** Vdlkische and Communists also joined hands 
in Upper Silesia, the scene of protracted fighting between Poles 
and Germans over the disposition of that area, and of repeated 
strike waves. 

Extensive Communist agitation among Freikorps units, veiled in 
nationalistic terminology, succeeded in persuading some of them 
to support a Communist-led strike. Freikorps men marched at the 
head of demonstrations and participated in attacks on the police. 





amazement Mr. Carr’s statement in Interregnum (cited above, note 23) that “the 
‘Schlageter line’ represented no sort of compromise with Fascist doctrine or Fascist 
policy” (p. 184). 

88“Rede des Genossen Remmele in der Faschistenversammlung in Stuttgart,” 
in Die Rote Fahne (Berlin), August 10, 1923. 

84Erich Miiller, “Zur Geschichte des Nationalbolschewismus,” in Deutsches 
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In the view of one Communist writer, the fact that both the party 
of the proletariat and the Freikorps now were concerned with the 
fate of the nation opened the way to the conversion of the Frei- 
korps “from supporters and defenders of capitalism . . . into de- 
fenders of the working class.” ** A Freikorps leader in Upper 
Silesia relates that many Communists used to greet him as “Herr 
Chef.” When apprised of the error, they would retort: “Once the 
bullets start flying, we will fight together.” Repeatedly, he points 
out, Communists expressed the wish to “join forces under my 
leadership.” ** From these incidents it is not to be inferred that 
the Freikorps as a whole accepted National Bolshevism. Yet there 
can be little doubt that there existed a strong mutual attraction. 
To many of the Freebooters Bolshevism had become the symbol 
of activism and of opposition to liberalism and bourgeois com- 
placency.** This fascination with the Bolshevik mentality led a 
Freikorps officer to refer to his men as Rechtsbolschewisten (Bol- 
sheviks of the right).** 

Neither the theory nor the practice of National Bolshevism in 
its second phase found universal approval within the ranks of the 
German Communist party or the camp of the nationalists. The 
Communist left wing feared that the Schlageter line would divert 
the party from its revolutionary role and weaken its resistance to 
fascism. The right wing favored a united front with the Social 
Democrats rather than with the nationalists. Pressured from both 
sides and embarrassed by the appearance of KPD posters on which 
the Soviet star found itself next to the swastika, the KPD stepped 
up its antifascist agitation, which had never been fully abandoned.*® 
The Central Committee called for antifascist demonstrations on 
July 29. When the police forbade public meetings, the KPD ex- 

85 Felix Schmidt, “Betrachtungen zum oberschlesischen Streik,” in Die Interna- 
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ecutive asked Moscow for advice. In the absence of Zinoviev and 
Bukharin, Radek, fearful for the Schlageter policy, was able to 
persuade the Comintern to advise against the demonstration.* 
Still, the “antifascist day” took place. Although there was no mass 
response, the incident clearly signified a turning point in the 
KPD’s attitude toward National Bolshevism. 

Communist enthusiasm for National Bolshevism was now on 
the wane. By September 1923 the objective situation too no 
longer favored such a program. With the abandonment of passive 
resistance in the Ruhr by Stresemann, extreme nationalism had 
lost much of its attraction.*t In actuality the Schlageter line had 
never had a chance to succeed. Firm and lasting cooperation be- 
tween Vélkische and Communists was ruled out by the former's 
reluctance. The right, politically on the rise, considered itself so 
strong that any real concessions to the left to gain additional mass 
support seemed unnecessary. Furthermore, the Vélkische stood 
on certain principles they were unwilling to compromise in any 
circumstances. They would not give up their war against “the 
Jewish danger,” would not submit to proletarian leadership in 
any form, and would not risk Russian domination. Indeed, on 
August 14 the Nazis had’ already decided to ban any further co- 
operation.** 

The Communists, on the other hand, had been less squeamish. 
They had taken the initiative and, anxious for a favorable response 
to their overtures, had exhibited fewer scruples in trying to effectu- 
ate an alliance with the Vélkische. That the KPD had in fact gone 
too far in trimming its ideological tenets to ensnare the fascists was 
admitted by the 1924 Party Congress. In its view the movement 
had committed “extraordinarily dangerous deviations.” The party 
had relied “far too heavily on nationalistic phraseology, and had 
committed the grave and perilous error of asserting that Com- 


40 Edward Hallett Carr, German-Soviet Relations between the two World Wars, 
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munists could march together with Vdlkische ‘ein Stiick Wegs.’ ” ** 
With national tensions subsiding and the country on the road to 
economic prosperity, it seemed judicious to shelve the program of 
National Bolshevism. 


Ill 


The period of stability during the mid-twenties was but the calm 
before the storm. The worldwide depression which began in 1929 
deeply affected Germany. Unemployment rose to spectacular 
heights; the plight of the lower middle class became desperate, and 
agriculture too found itself in dire straits. The problem of repara- 
tions had once more become acute; the Young Plan of 1929 did 
not impress large segments of the German people as a viable solu- 
tion. Unable adequately to cope with these difficulties, the re- 
publican regime increasingly lost the confidence of the masses. 
The rampant discontent bred political extremism. Both Nazis and 
Communists now scored phenomenal electoral victories, and the 
destiny of Germany seemed to lie in the hands of one of these 
movements. 

Under the stress of domestic and foreign crises National Bol- 
shevism appeared for the third time. Among the nationalists it 
was born out of a virulent hatred for the ailing capitalist system, 
and intensified hostility toward the Versailles powers. The Com- 
munists returned to National Bolshevism in an attempt to stave 
off the rapidly gaining National Socialists, and to prevent any 
rapprochement between Germany and the West, which Russia 
considered a threat to her security. 

The prevailing hostile attitude toward the Young Plan provided 
the KPD with an incentive to play the nationalistic card once 
more. The party condemned the new reparations settlement on 
the ground that it exposed the workers to exploitation of the 
harshest kind. According to the Communists it constituted a be- 
trayal of the German toiling masses by the German bourgeoisie 
and the Social Democracy to international capital. Ernst Thael- 
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mann, the unquestioned leader of the party, took pride in the fact 
that Communists went further even than the Nazis. The latter, 
he said, acknowledged that once in power they would pay those 
reparations Germany could afford, while the KPD unequivocally 
rejected all reparations.“ Furthermore, reflecting the ever-pres- 
ent anxieties of the Soviet leaders, who scented in the Young Plan 
another conspiracy against Russia, Thaelmann insisted that the 
agreement “‘is not only of importance for Germany, but represents 
a plot of the international bourgeoisie against the Soviet Union.” “ 

In preparation for the crucial Reichstag elections in September 
1930 the Comintern ordered the KPD to lay even more stress on 
the nationalistic theme. To take the wind out of the sails of the 
Nazis, the Central Committee announced its “Program of Na- 
tional and Social Liberation” to a startled electorate on August 24. 
Denouncing the nationalistic slogans of the Hitlerites as dema- 
gogic, the party solemnly promised to tear up “the predatory 
Versailles Treaty” and the Young Plan. “Only social revolution 
by the working class will be able to solve the national problems 
facing Germany.” ‘The program called on the toilers to break 
with the deceitful fascists and abandon the “treacherous Social 
Democracy,” the party of the Versailles Treaty.* 

The resort to nationalism may have aided the Communists, but 
the Nazis proved infinitely more skillful in the use of the same 
weapon (from 1928 to 1930 the former's share in the total vote in- 
creased by 24 percent, the latter’s by 604 percent—though na- 
tionalism was not, of course, the only factor involved). Seemingly 
unperturbed, the KPD persisted in espousing this line. Indeed, 
as the Nazis stepped up their nationalistic campaign, the Com- 
munists did their utmost to outdo them. In an Jnprekorr article 
they chided the Nazis for their meekness: “What demands does 


45 Verhandlungen des Reichstags, vol. 426 (Berlin 1930) February 11, 1930, p. 
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Hitler make upon France [in Mein Kampf]? Does he want to re- 
gain the territories lost in 1918? No. He condemns the... 
demand for restoration of the 1914 boundaries . . . Thus Hitler at 
once surrenders the German population of Alsace, Eupen, and 
Malmedy, which went to Belgium, and probably even Danzig and 
the parts of Upper Silesia which fell to Poland.” On the question 
of “regaining the lost colonies” the article accused the Nazis of 
ambiguity, ‘willingness to bargain,” and appeasement of the West- 
ern imperialists. ‘There could be only one explanation for this 
timidity: “It is treason! Those betrayed and cheated will be the 
German masses, who expect real national liberation from Hitler. 
Instead an even more shameful enslavement awaits them! Hitler, 
‘the liberator,’ thus ends up at the point where the servile policy 
of the past 13 years has held us: in subservience to French im- 
perialism.” In conclusion the article strongly urged the KPD to 
bring home to the masses the essential truth that Germany’s sole 
real friend was the Soviet Union. The Nazis were the “mortal 
enemies” of Germany’s struggle for national liberation, and “only 
Communism will break the chain of Versailles!” * 

The KPD’s protestations of patriotism failed to accomplish the 
desired end. The Nazi rise to power could not be stopped, at least 
not by these means. Even after the National Socialists had proved 
their energy and ruthlessness by smashing the trade unions and 
crushing all political opposition, the Communists continued, from 
exile, to taunt them for their supposed insincerity on the national 
question. What had happened, asked a KPD appeal in May 1933, 
to Hitler’s boast that he would tear up the Versailles Treaty? 
Hitler, the declaration assured, would never accomplish that feat, 
for he “recognizes Versailles and pays interest on the tribute! That 
is the plain truth, just as it is indisputable that he abandons the 
Germans in Alsace, Danzig, the Corridor and Upper Silesia, and 
Southern Tyrol who were torn away from their fatherland. He 

48T. Neubauer, “Die auswirtige Politik des deutschen Nationalsozialismus; 
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leaves them under the terror of the Versailles victors without 
putting up any resistance.” *® Hitler was not long in proving his 
“sincerity.” The Communists taunted no more. 

The Communists always maintained that the adoption of na- 
tionalism did not involve any ideological compromise. They 
spoke of “tactical manoeuvres” within the framework of “revolu- 
tionary internationalism.” On the right, however, the third phase 
of National Bolshevism was characterized by a genuine ideological 
reorientation. Overwhelmed by the disintegration of German 
society on every level, many nationalists reacted vehemently 
against both capitalism and democracy, which they held responsi- 
ble for the country’s calamity. Eager to overcome a “decadent 
parliamentarism,” they shunned all formal organization. Instead, 
they drew together in numerous small literary circles, as devotees 
of certain periodicals, in secret societies and illicit semi-military 
formations (Kampfbiinde).®° None of these had a clearly defined 
political program, but all were inspired by one absorbing aim, to 
find an immediate and radical solution to Germany’s ills. 

A National Bolshevik strand appeared even within the Nazi 
party, and was responsible for a split in that organization. With 
Hitler’s refusal to accept Otto Strasser’s fervent anticapitalism and 
Eastern orientation in foreign policy, the latter, on July 4, 1930, 
led his followers out of the movement, with the slogan “The So- 
cialists leave the NSDAP.” He then founded the “Black Front,” 
a secretive loose union of several anti-Nazi right-wing organiza- 
tions. Acknowledging its indebtedness to Moeller van den Bruck, 
the coalition defined its position as follows: “The Black Front is 
nationalistic and socialistic in spirit, martial and rustic in form, 
and vdélkisch in essence.” * 


49“Kimpft fiir Arbeit, Brot, Freiheit, Sozialismus,” Ein Aufruf der KPD, in 
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The most forceful statement of rightist National Bolshevism 
during the early 1930s is to be found in the writings of Karl O. 
Paetel and Ernst Niekisch. The former led the “Gruppe Sozial- 
revolutiondrer Nationalisten” (Organization of Social-Revolution- 
ary Nationalists), which derived most of its support from the Youth 
Movement (Biindische Jugend). In the tradition of the World 
War I and Freikorps generations, these groups exhibited an almost 
mystical reverence for the nation. But for the followers of Paetel ** 
national liberation presupposed social regeneration. They hoped 
to build “a Reich of true justice, honor, liberty, and dignity for 
all its people” (Wulf), a Germany that would enjoy freedom and 
genuine organic unity. A state based on such principles, the 
Paetel circle believed, could be established only when the capital- 
istic order had been overthrown. Capitalism was tearing the na- 
tion apart into warring factions. The German bourgeoisie made 
common cause with the Western exploiters. The way out of this 
morass lay in support of the oppressed revolutionary proletariat, 
which by means of a successful class struggle would put an end to 
fraternal strife and achieve a true Volksgemeinschaft. Both the 
NSDAP and the KPD were essentially proletarian parties, thought 
Paetel, and the social-revolutionary nationalists ought therefore to 
heal the rift between them. 

The Paetel group also sharply attacked Western culture which, 
they alleged, was corrupting and ruining Germany. Urbanism, 
liberalism, and parliamentarism were the elements of decay to be 
rooted out, for they kept the nation divided and in constant tur- 
moil. Against these foreign values they posited those of the 
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German peasant rooted in native soil. “Born out of the deepest 
Germanic blood and anti-Roman and anti-Western sentiment, the 
peasant represents for us the pivot of the social revolution” 
(Becker). The existing institutions overthrown, a “German soviet 
state” was to be founded “which would make possible the self-gov- 
ernment of the toiling masses.” The way would then be open for 
an alliance with Soviet Russia, also an “oppressed nation.” 

A force capable of attaining the new order, argued Paetel him- 
self, was in the process of formation. This “German front” be- 
longed neither to the right nor to the left. It stood above the 
quibbling parties, it was independent of party bureaucrats and 
dogma: “Anyone from either extreme who is concerned about 
Germany and socialism belongs to us. We are not interested in 
his party label.” 

Paetel’s intellectual development, it has been said with some 
justification, had reached “an advanced stage of Bolshevization,” 
and “nationalism was merely used by him to attain Bolshevism.” ** 
Ernst Niekisch shared most of Paetel’s ideas, but differed in 
putting primary emphasis on the ideals of Prussianism. He may 
therefore be characterized as a “Prussian Bolshevik.” The slogan 
of the circle he headed, the ““Widerstandsbewegung,” was, appro- 
priately enough, “Sparta—Potsdam—Moscow,” and its emblem 
consisted of a Prussian eagle, a sword, and the hammer and sickle.** 
Niekisch bemoaned the fact that Germany had forsaken the tra- 
ditions of Potsdam, and admired Soviet Russia for having adopted 
them. The Eastern colossus had achieved stability and strength 
because it had cultivated an ethos of revolutionary activism, of 
work and dedication to the community. He commended the 
Bolsheviks for not tolerating internal discord, a “babbling parlia- 
ment,” and for introducing order and authoritarian discipline. 
In his Entscheidung, published in Berlin in 1930, he declared (p. 
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134): “The ruthless bravery and roughness of Communism reveal 
a hardy military spirit; it contains more Prussian severity than 
Communists realize or Prussians themselves suspect.” 

If Germany was once again to be imbued with the spirit of 
Prussianism, Niekisch maintained, all Western influences would 
have to be weeded out. The nation would have to break irrevoc- 
ably with the ideals of humanitarianism, rationalism, and all other 
liberal values. Instead of living in large, teeming cities, which en- 
courage “cringing docility,’” Germans ought to return to the soil, 
to a rustic and primitive way of life, to self-imposed poverty which 
alone produces warlike virtues. They must free themselves from 
the shackles of “Christianity which stunts their heroism and makes 
them susceptible to enslavement by Rome” (Entscheidung, p. 153). 
In short, Germany had to tear herself away from Europe and 
enter the mainstream of “Germanic-Slavic civilization.” 

In Niekisch’s view no means could be spared to liberate Ger- 
many from foreign oppression. “For an enslaved people no 
weapons are forbidden.” Germany might have to wage war against 
the enemy’s civilian population. “Fortunately the progress of 
technology and science—airplanes, advances in chemistry and 
bacteriology—makes it possible to conduct such a war” (Entscheid- 
ung, p. 149). When applied for the purpose of national emancipa- 
tion the most barbaric measures were justified. 

The Communists were not slow in perceiving the opportunities 
offered by these tendencies in the nationalist camp. One alert 
observer in Moscow noted that in their theoretical formulations 
some of the rightists were “approaching Marxism.” ** And the 
KPD, responding to the signal from Moscow, once again decided 
to fight fascism with an “ideological offensive.” Anxious to stem 
the Nazi tide not merely with the stick but also with the carrot, 
Heinz Neumann, a daring young party leader, attended Nazi meet- 
ings. At a rally chaired by Goebbels, Neumann is said to have 
offered the services of his party and the might of the Red Army 
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for an assault against Western capitalism. He is quoted as having 
pled with the stormtroopers not to reject his offer: “Young So- 
cialists! Brave fighters for the nation: the Communists do not 
want to engage in fraternal strife with the National Socialists.” * 

The KPD’s agitation succeeded in converting a number of Na- 
tional Bolshevik officers and intellectuals, such as Captain Beppo 
Rémer, the head of the Freikorps Bund Oberland, which had a 
long record of collaboration with the Communists. Junkers like 
Ludwig Renn (pseudonyn for Arnold Vieth von Gollsenau) and 
Count Alexander Stenbock-Fermor also joined the Communists. 
One of the converts, the writer Bodo Uhse, had run the gamut in 
his membership, from the Freikorps, the NSDAP, the Strasser 
circle, to the KPD. The party’s attempts to induce nationalists to 
join its ranks is known as the “Scheringer Course,” so called be- 
cause of the widely publicized case of Lieutenant Scheringer. 
Early in 1931, while serving a prison sentence for carrying on 
Nazi propaganda in the Reichswehr, Scheringer had yielded to 
the enticements of the Communists, accepting their assertion that 


they represented the only true nationalist force.** He became a 
Communist organizer, and claimed to have succeeded in “produc- 
ing a healthy nucleus for Communism” among the rank-and-file 
and the leadership of the Nazi Storm Troops.*® There is some 
evidence to indicate that one of the aims of Hitler’s blood purge 
of June 30, 1934, was to eliminate National Bolshevism within 


the Nazi party. 

With the consolidation of the Nazi regime in June 1934 any 
open manifestation of National Bolshevism became impossible. 
The Communists had by now realized that the nationalism they 
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had so ardently encouraged had backfired.®*t It had turned into 
a monstrous force that could not be controlled. Indeed, Hitler 
began to put into effect his program of expansion, which endan- 
gered not only the “capitalist West” but also the “socialist East.” 
The National Bolshevik line had to be discarded. Russia needed 


the West. 


IV 


In National Bolshevism the two extremes of German political life 
met. This does not imply that all ideological differences between 
them disappeared. —The Communists remained committed to their 
basically rationalistic approach, to the idea of transitory prole- 
tarian hegemony, and to the ultimate goal of a classless society. 
The thinking of the rightists continued to reflect their mysticism; 
they still clung to racism, to the leadership principle, and to the 
ideal of a hierarchically ordered community. Furthermore, it must 
not be assumed that National Bolshevism was of equal significance 
for both right and left. For the Communists it was basically an 
aspect of their overall strategy. They embraced nationalism in 
order to woo those social strata among whom the Volkische, and 
later the Nazis, were making the greatest headway. The right, on 
the other hand, had a real ideological commitment to National 
Bolshevism. They ardently espoused aggressive nationalism as 
well as some kind of program of social and economic amelioration. 
Despite these differences, right and left were brought together by 
certain affinities of temperament and, above all, by common 
hatreds. Both loathed the “Weimar System” and both were ob- 
sessed with bitter hostility toward the West. 

The inability of the German governments from 1919 to 1932 to 
solve either the national or the social problems besetting Germany 
provided fertile soil for such extremism. Nationalism was largely 
abandoned to the enemies of the Republic; as a result of wide- 
spread economic misery, socialism became a manipulative tool of 


61 See Wilhelm Pieck, Zur Geschichte der Kommunistischen Partei Deutschlands: 
30 Jahre Kampf (Berlin 1949) pp. 25-26. 
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demagogues. Whenever these foreign-policy and domestic issues 
reached the critical point at the same time, National Bolshevism 
came to the fore. This curious amalgam was then advanced as a 
solution to both problems. 

Since it appeared to many Germans that the only dynamic solu- 
tions were offered by extremists who rejected the entire social and 
political framework, democracy could not but suffer. The simul- 
taneous onslaught from the right and the left increasingly under- 
mined the young, fragile Republic. The traditional political 
divisions became blurred. Communists adopted nationalism. Na- 
tionalists advocated socialism. The KPD hailed former “fascist 
hoodlums” as “gallant heroes.” Arch-conservatives clamored for 
the Bolshevization of Germany. In this climate of confusion and 
political demoralization the real issues were lost, making it possible 
for that party most adept at manipulating the frustrations of the 
German people finally to win out. 

For the right this denouement was essentially welcome. The 
Communists had intended it to be different. Obsessed with the 
security of the Soviet Union, they had fanned the flames of na- 
tionalism in order to buttress the wall against the West. They also 
hoped that the general turmoil would enable them to ride into 
power. They scorned an alliance with the democratic forces, the 
last hope for the preservation of the Republic. Instead, the Com- 
munists centered their fire on the Social Democrats. They deluded 
themselves into believing that a short period even of Nazi rule 
would be but a prelude to their final triumph. In subordinating 
their policies to the national interests of the Soviet Union, the 
Communists failed to advance either their own or Russia’s cause. 
In fact, this strategy cost Germany and Russia dearly. 
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WU YUAN.-LI. An Economic Survey of Communist China. New York: 
Bookman Associates. 1956. x & 566 pp. $12.50. 


Professor Wu's book is the first full-length volume devoted to a 
study of economic developments behind the bamboo curtain. Repre- 
senting the results of a most painstaking and prodigious effort to 
gather, organize, and interpret data from original Chinese Com- 
munist sources, it is a major contribution to our knowledge about 
Chinese Communist society. Whatever its shortcomings, the book is 
a contribution we would not have without the special talents of a 
social scientist with Wu Yuan-li’s Chinese background. 

The book should be judged against the objectives it set out to 
achieve. Its basic purpose, as the author states at the outset, is to 
shed light on the course of economic events in Communist China. 
To employ Pigou’s terminology, it was designed, therefore, to be a 
light-bearing rather than a fruit-bearing study. In itself it does not 
seek to provide answers to policy questions which have preoccupied 
many American observers of the Chinese scene. Apart from a few 
digressions involving analyses more appropriate to those searching 
for policy dicta, the author proceeds toward his objective in a scholarly 
and objective manner. 

Beginning with a review of the political and economic failure of 
the Kuomintang as background to his study, Dr. Wu describes the 
course of recovery from the throes of devastating inflation. In the 
book’s best single chapter (Chapter 3), the policies through which the 
Chinese Communists forged monetary stability from conditions of 
complete chaos are thoughtfully examined. Following the chronolog- 
ical course of the regime’s emphasis, Wu next presents a balanced and 
judicious analysis of programs affecting the agricultural sector of the 
economy. This is followed by a study of the evolution of industrial 
and trade controls, designed to pave the way for introducing the 
Communist model of forced economic growth to China. The author 
then considers the Five-Year Plan, begun in 1953, and evaluates its 
effects on industrial development. Much of the remainder of the 
book is devoted to a description of the policies that the regime has 
pursued throughout the economy in order to promote the realization 
of the Five-Year Plan. This account includes chapters concerned 
with labor, transportation and trade, and the monetary and banking 
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system. The book concludes with a chapter on Communist China’s 
foreign economic relations. 

Thus the book follows a rough sequence of events from the col- 
lapse of the Kuomintang economy through the first two years of the 
Communists’ Five-Year Plan. The non-specialist, who is interested 
primarily in following major economic developments in China, is 
likely to find much of the reading too detailed and tedious for his 
purposes. He may prefer to omit Chapters 8 through 13, which 
concern developments in fields of rather specialized interest. The 
specialist, however, will find much new material in these chapters. 
For example, Chapter 8, “Survey of Selected Industries,” is the best 
available study of the geographical location, capacity, and condition 
of Communist China’s leading modern industries. 

Through much of the book, the author does the reader a service 
by raising early in each chapter the important questions upon which 
the discussion focuses. ‘These constitute the analytical structure of 
the work. In those few chapters where this technique is not employed, 
the discussion becomes somewhat rambling. Here the reader will 
notice that Chinese Communist data, concepts, and terminology are 
employed without adequate orientation to the perspective in which 
the Western social scientist feels at home. This criticism is particularly 
applicable to Chapter 6, “Industrialization, Planning and Socializa- 
tion.” 

The ability to shed light on Communist China’s changing economy 
is more a function of thorough and sophisticated study of current 
Chinese materials than an application of powerful tools of analysis 
to scanty quantitative data. The reader is reassured by Wu's obvious 
familiarity with Chinese Communist materials, and his sophistication 
in handling these materials. It is doubtful that Western economists 
can compete with what appears to be Wu's nearly absolute advan- 
tage on this score. Where this advantage is exploited, the result is 
excellent. But where the author attempts to seek conclusions beyond 
the reaches of his data, his results are no more impressive than those 
of American scholars who have found themselves caught in the same 
cul-de-sac. A case in point is the attempt to divine an estimate of 
Communist China’s national income by a remarkable but questionable 
concatenation of assumptions. Although his results differ greatly 
from other recent estimates, Wu's presentation has the virtue of keep- 
ing the reader aware of his methodology. 

Douc.as S. PAauw 
Harvard University 
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DE- 
VELOPMENT. The Economic Development of Syria. Baltimore: 
Johns Hopkins Press. 1955. xviii & 486 pp. $7.50. 

Following earlier volumes on Turkey (1951) and Iraq (1952), the 
present work is the third report by an International Bank mission on 
the economy of a Middle Eastern country. The mission—its ten mem- 
bers included specialists from six countries—spent from February to 
April 1954 in Syria, and submitted its report in March 1955, consisting 
of the “main report” and a series of “annexes” of a more technical 
nature. The main report discusses the structure of the Syrian economy 
and its development; economic programming; the various branches of 
the economy and the social services; financing of the measures and 
plans suggested. Some eighty tables, ten maps, and several diagrams 
add to the lucidity of the presentation. The material was obtained 
with the assistance of the various governmental and private agencies 
in Syria, and presents a treasury of data, often hardly available else- 
where, and certainly not available in such compactness and concentra- 
tion. This is the first volume of the series to have an index. 

Syria somehow strikes the golden mean between a country like Iraq, 
with its vast natural resources and development prospects, and one like 
Jordan, with its paucity of natural resources, or Israel, with its stress 
on human resources. “The Syrian economy is fundamentally sound” 
(p. 199). Syria, the size of Oklahoma, has a population of 3.65 million. 
Only about one-third of the land is cultivable. Figures on population 
density and pressure on land are favorable. Over 50 percent of the 
people live in villages, and 40 percent in towns of 10,000 or more; 65 
to 75 percent derive their living directly from the land, and 4 percent 
(150,000) are nomadic shepherds. Agriculture (with agricultural 
husbandry) is the source of 45 to 50 percent of the national income, 
industry of 15 percent, and trade of one-third. 

The per capita income is about $123 a year, but the great mass of 
people have an income substantially under this average. The bulk 
of the rural population remains impoverished and does not share 
adequately in the fruits of its toil. In industry the daily wage of un- 
skilled labor is no more than LS.g to LS.4 ($0.84 to $1.12). In the 
future, therefore, the aim should be not simply to raise production and 
national income but to ensure that all elements in the population 
share equitably in the benefits of economic development (p. 26). 

Land ownership is very inequitable: it seems that about half of the 
land is in estates of 100 hectares or more, and one-sixth in estates of 
1,000 hectares or more (p. 36). Sharecroppers receive 30 percent of 
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the crop for labor. Agricultural yields are considerably below poten- 
tialities (p. 39), and the use of fertilizers is in its infancy. Irrigation 
is the big issue for the country’s development. 

The last two decades have been marked by a decisive acceleration 
of economic processes (p. 18). The area under cultivation grew from 
1.76 million hectares before the war to 3.67 in 1953, the cropped area 
from 1.16 to 2.44 million, and output doubled; the area under irriga- 
tion increased to 509,000 hectares, from 284,000 in 1946. A valuable 
new cash crop developed: cotton. Its output was 47,000 tons in 1953 
(the prospect for 1956 was 100,000 tons). The number of motor 
vehicles has more than trebled within fifteen years, and the number 
of trucks has increased 5.5 times. The growth of exports exceeds that 
of imports by two to one. Some 70,000 workers are engaged in in- 
dustry, of whom 25,000 are unionized. 

Considerable progress has been achieved over the last decade in 
spreading education. Of the children of school age, 60 percent attend 
school—four-fifths of the boys and one-third of the girls. Up to 40 
percent of the population is literate. 

The considerable expansion of the last two decades was “almost 
wholly due to private enterprise” (p. 23). There were “no conspicuous 
cases of misdirected investment in industry.” It is felt, however, that 
a limit has been reached in this respect, and that large development 
schemes are needed (irrigation, communications, power), which only 
the government can plan and undertake, direct and execute. The 
mission prepared a five-year program to be carried out by 1960. The 
mission’s blue-print requires a development budget (minus defense and 
administration) of $276 million, of which only 20 percent would have 
to come from foreign sources. Two-fifths of the development budget 
would be spent on social services, housing, health, and education (p. 
175). 

The mission maintains that basically Syria is an agricultural country, 
and should center her efforts on social amelioration and on technical 
intensification of her agriculture. “The period of rapid industrial 
expansion has come to a close” (p. 107); the domestic market is too 
restricted, though coordination with other Arab countries may pos- 
sibly—and slowly—broaden industrial prospects. Agricultural expan- 
sion, too, may raise the question of marketing the staple agricultural 
produce, grain. But the combined effect of the rise of home consump- 
tion and the growth of population—especially with the rise of regional 
coordination and the increase of living standards in Syria and the 
neighboring countries—may hold out the prospect of a satisfactory 
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solution (with Egypt, Arabia, Jordan, and at some point Israel becom- 
ing consumers of the produce of Syria and Iraq). 

Politics enter the picture in several ways. Thus Syria has severed her 
former customs union with Lebanon, and favors her own industrial 
products as against foreign imports that come via Lebanese traders. 
To free herself from the orbit of Beirut, Syria is developing her own 
harbor in Latakia. In 1952 some go million dollars were assigned for 
projects of rehabilitation of Palestinian refugees (numbering about 
85,000); but the fear prevailed that such activity might be in disso- 
nance with Arab policies, and as a result only 2 million dollars were 
committed (p. 191). Defense consumed about go percent of the total 
expenditure in 1953. 

Home politics must deal with a basic social phenomenon. In carry- 
ing out an investment and development program designed to raise 
living standards and improve public welfare, the government must 
overcome deep-rooted distrust and suspicion of its activities on the 
part of the population. Centuries of government neglect, indifference, 
and even exploitation have bred this feeling of distrust, which even an 
independent Syrian government has not been able to overcome. 
People tend generally to regard government as a negative force which 
taxes, polices, and demands compliance with laws and regulations 
whose purpose is frequently not understood. Government officials 
themselves often contribute to this attitude by acting as masters rather 
than as servants of the people. Officials at the local level, who have 
most contact with the people, are often indifferent and, where they 
are well-intentioned and anxious to do something, are often insuffi- 
ciently conversant with the problems or inadequately trained to con- 
tribute effectively to the welfare of the public. Thus most people are 
incapable of realizing that the government can and does operate in 
their interest. Any government effort to assist them in improving their 
lot is likely to encounter much suspicion and, at least initially, an un- 
cooperative attitude. 

MOSHE PERLMANN 


Brookline, Mass. 


TUCHMAN, BARBARA W. Bible and Sword: England and Pales- 
tine, From the Bronze Age to Balfour. New York: New York Uni- 
versity Press. 1956. xiv& 268 pp. $5. 


All Christendom, since its beginnings, has always turned its face 
toward Palestine, the Holy Land. For all Christendom the Bible has 
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been the greatest of all epics. Although reserved to the clergy by their 
confinement to languages holy and dead, Hebrew, Greek and Latin, yet 
the incomparable human and magical stories of the Bible were the 
stock in trade of the clergy, whose hold on the masses, everywhere il- 
literate and therefore avid for stories, was greatly strengthened by the 
story-telling equipment the Bible offered: Adam and the Temptation, 
Noah and the Flood, Rebekah at the Well, Joseph and his Brethren, 
David and Goliath. These stories had a vividness to the illiterate mind 
that no literate person can conceive. Even retold by the tithe-eating 
clergy, they were an inspiration to illiterate peasant or noble. 

Though Palestine was the immortal homeland for all Christendom, 
history records a specially intensive relation between England and 
Palestine. It was in Puritan England that the dream of reassembling 
in Palestine the Jews of the world first took on a semblance of necessity. 
It was in England that liberalism committed itself to the idea of re- 
storing Israel to its ancient land, thus preparing the soil for Zionism. 
It was England that took the amazing step of declaring for a Jewish 
National Homeland in Palestine. And if Bevin, seduced by the self- 
styled Mufti of Jerusalem, virtually repudiated the Balfour Declara- 
tion, the assembling of Jews in Palestine had gone far enough to set 
up the State of Israel. 

Barbara Tuchman set out to find the reason for the obvious special 
relation between England and Palestine. Since Roman times the 
Christians of Britain had claimed an origin in Asia Minor, but that is 
nothing special among people who accepted the Biblical account of 
the Flood. I have heard a Wyoming Indian explain how his people 
got here from the East. Sons of Shem, for Ham’s descendants, were 
slaves, and Japhet’s were white men. With all her tremendous energy 
in collecting facts and myth, Barbara Tuchman has not been able to 
discover one trace of belief in an Eastern origin in pre-Christian 
Britain. If there had been such a belief Tacitus, who undertook to 
explain the origin of the peoples of Britain, would have noted it. 

Barbara Tuchman has a string to her bow in the recent anthropo- 
logical discovery that neolithic man in Britain was similar in skeletal 
structure and culture to neolithic man in Palestine. Yes, but the more 
recent researches of Helmut de Terra in Italy prove that man has 
been walking up and down the earth for twenty million years—at 
least. The next generation of anthropologists will carry us back a 
hundred million years, to that amazing epoch of life mutation that 
produced a flora and fauna very near what we have today. 
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It does not matter that Barbara Tuchman’s ventures into pre- 
history do not prosper. What she writes is interesting, like everything 
she has ever written, and that is enough. She writes about English 
pilgrimages to the Holy Land, but English pilgrims were nothing 
special. She writes interestingly about England’s part in the Crusades, 
a minor part except for the romantic figure of Richard the Lion Heart; 
but they were not yet Bible and Sword. 

That came with the Reformation, and more particularly with the 
Puritan Revolution. The Bible had been translated and the average 
half-literate man could now read the stories, the prophecies, and assert 
his own interpretations. The Bible was in Oliver neem knap- 
sack. His victories were won “with Bible and sword.” 

Biblical prophecy declares that when the Jews have been scattered 
throughout the world the day for their return to Palestine will dawn. 
Edward III had expelled them from England. For the fulfillment of 
prophecy Oliver wanted them to come back. To fulfill prophecy, but 
also to build up trade. Strangely Barbara Tuchman, who has read 
everything, does not mention Mun’s England’s Treasure in Foreign 
Trade. Mun knew that Holland’s hospitality to the Spanish Jews 
had vastly increased Dutch commercial power. There were among the 
merchants Puritan bigots, who did not want the Jews to come and 
compete with them. Oliver had to resort to the good old English 
expedient of non-enforcement. The Jews could come back, unlawfully 
but with impunity. 

The Puritan idea ranged much more widely, to the restoration of the 
Jews in Palestine—Christianized Jews, the Puritans hoped, in order 
that Jerusalem might become the great center of Christianity, to the 
destruction of Rome and the Papacy. It was a Zionism with not a 
single Jewish adherent, not a vestige of practicability. Yet it fixed 
itself so firmly in the English mind that it remains there under one 
form or another to this day. 

Often you would like to ask Barbara Tuchman to explain why the 
translated Bible had so much more powerful an effect on the English 
than on the Germans. She knows, but it is a part of her admirable 
literary technique to say less than she knows. Luther’s Bible is not 
always so dramatic in expression as King James’, though the ordinary 
reader would not recognize the difference. But in England a translated 
Bible had been a forbidden book. For translating the Bible you could 
be burned alive, as poor Tyndale was; for having it in your possession 
you could be stood in the pillory with your ears nailed to the post. 
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Among a stubborn people, what better device could there be for making 
a best seller? 

Bibliolatry and the passion for the restoration of Palestine faded 
down with the Restoration. But with the liberal movement in the 
eighteenth century men began again to dream of a renewed Jewish 
state in Palestine. Theodor Herzl could come to a soil intellectually 
prepared for his Zionist apostolate. Still, the Jews were less impressed 
by him than the Gentiles. 

The Jews were no longer savagely persecuted. In most countries 
they were doing very well. Return to Palestine? What was the 
Palestine of the Turks and Arabs like in those days? Thackeray 
visited Palestine in 1848. Of all countries Thackeray had ever seen or 
heard of, Palestine was the most hideous, dreary, hopeless. Too in- 
human to be even a tolerable penal colony. 

The real objective of Barbara Tuchman’s book is to put the Balfour 
Declaration in the light of truth. This document, the charter on which 
a nation has been founded, has been widely misinterpreted, out of 
ignorance or corruption. In his Memoirs, Lloyd George says that the 
object of the Declaration was to win the support of prominent Ameri- 
can Jews for the Allied cause. England wanted us to come into the 
war, the Zionists might help to get us in. Lloyd George was not averse 
to saying the truth if there was profit in it. But who can believe that 
so well informed a statesman as Lloyd George did not know that the 
influential American Jews were anti-Zionist? ‘Toynbee, historian of 
horizon-wide credulity, accepts Lloyd George’s statement at its face 
value. 

Follow point by point with Barbara Tuchman the development of 
the ideas that controlled Balfour. He did honestly believe in a restored 
Jewish state in Palestine. Allenby had driven the Turks out. The 
land was as good as empty, except for a few landlords who had made 
terms with the Turks and the most miserable peasantry in the world, 
half-blind from trachoma, shaking with malaria, shrunken to skeletons 
by malnutrition. England had the territory. What to do with it? 
At last the possibility of realizing a century-old dream, a Jewish state 
in Palestine. 

But does man serve God for naught? Not the Englishman. Balfour 
was sincere, but why should he not also be polite? He knew Wilson. 
He knew that Wilson admired him above all other Englishmen. He 
knew that Wilson, like every other true liberal in America, had been 
deeply concerned with the problem of a people treated as irredeem- 
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able aliens in many parts of the world, subject to oppression and worse. 
Wilson had not forgotten Kishinev. 

But the Balfour Declaration did not take form in public as in Bal- 
four’s mind. A National Home in Palestine. What did those weasel 
words mean? A state? A ghetto? The British Foreign Office would 
be able to make them mean what it pleased. And the phrase gave 
offense to many of the purest-minded Jews in the world. Was there to 
be a National Home in Palestine for all Jews? —The National Home 
of the American Jew, American Catholic, American Protestant, is 
America. 

But subject as the Declaration was to mischievous misinterpretation, 
it did bring thousands of Jews, mostly from lands in which they were 
treated as aliens, to Palestine, where they drained the malarious 
swamps, brought water to the thirsty soil, raised the welfare of the local 
Arab population. With honest support from England they could have 
achieved much more. And at the outset they were on friendly terms 
with Jordan, Iraq, and even Syria. 

What happened later is outside the compass of this book. It seemed 
good to England to play with the Mufti, to build up the army of 
Jordan, to quell the most natural ambitions of Israel. English states- 
men are not prophets. Hew could they foresee that all their hopes of 
holding the Arab world in bonds of friendship were fated to turn to 
ashes? That they would better have followed the honest English 
instinct, to measure out justice to a wronged people and build a 
bastion of Western civilization in the midst of the moral and economic 
desert of the Arabian world? 

ALVIN JOHNSON 


New School for Social Research 


ARON, RAYMOND. L’opium des intellectuels. Paris: Calmann- 


Lévy. 1955. 337 Pp. 750 francs. 

The author of this book is a scholar who left his study in occu- 
pied France in order to serve his country and to work for its liberation. 
As a follower of De Gaulle and as political editor of Figaro after the 
war, he has experienced what social action and political behavior look 
like. He is deeply concerned abuut the destiny of France, and has 
written his book as a liberal who trusts reason and has very specific 
ideas on the constructive tasks that France has to fulfill in the unifica- 
tion of Europe and in attaining a positive understanding of the Mos- 
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lems in Africa. As a good European he writes this essay on the 
intellectuals in France from the point of view of the political philoso- 
pher and statesman. It is an effort to explain the fact that a large 
proportion of French intellectuals have accepted the diverse patterns 
of Marxism as the last word in philosophy. It would be a great 
relief to the lovers of France if his interpretation made visible a way 
out of the situation. To the lovers of France, the Sorbonne and the 
Ecole des Hautes Etudes are perhaps what the university of Athens 
was to Cicero—the last symbol of the continuity of the mind in a 
world of lasting revolutions. 

Aron gives some explanations of the intellectual phenomenon in 
France, but regrettably he is not satisfied with analysis of the specific 
French problem. He tries to use the historical problems as exempli- 
fying a general sociological problem. The merging of these two ques- 
tions was not fortunate. Aron himself states that it is impossible 
to develop a social theory of the intellectuals, because we do not have 
scientific material for a comparative study. His sweeping generaliza- 
tions on American, German, and British intellectuals are sometimes 
brilliant, always impressionistic, and never completely true. 

It is extremely difficult to agree on a definition of the concept of 
the intellectual. It is either too narrow or too large, too historical 
or too general. The precarious assignment consists in the construc- 
tion of an ideal type of the intellectual which is purely formal, while 
all historical patterns are deeply formed by the social, national, and 
historical differences among the learned and educated. Furthermore, 
in various historical contexts intellectuals have different functions 
and are regarded in a positive or negative way according to the value 
attitudes of the diverse societies. 

Aron stresses the role of the experts and the men of letters as the 
true bearers of the intellect, as the genuine intellectuals, and excludes 
the lawyer and the journalist in favor of the professor of law and 
the instructor of economics. He reasons that in the age of technology 
there is an increasing demand for the experts. This is true as far as 
it goes. But it is a purely historical conception; and moreover, there 
are many experts who are not intellectuals because their services are 
not needed by industries or governments. 

Perhaps it would be wise to define the intellectual more socio- 
logically in a purely formal generalization. Intellectuals are such 
persons of learning and education who apply their knowledge in 
order to train groups or societies in the principles and techniques 
of specific modes of behavior and action. Such a definition would 
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apply to the sophists and the sociologists, to the rhetors and journal- 
ists, to the men of law and the teachers, to the clerks and the party 
propagandists. They are all intellectuals in varying degrees, according 
to the requirements of specific historical situations. Feudal societies, 
commercial-patrician societies, and industrial societies have quite dif- 
ferent needs for positive or negative evaluations of intellectuals. It 
goes without saying that the function of intellectuals may change 
in the course of history. In the sixteenth century the medical 
professions, that is, the physicians, belonged in the forefront of the 
intellectuals, fighting along with the men of law the superstitions of 
sorcery and witchcraft and the ecclesiastical courts that persecuted 
their poor victims. 

The conception of the intellectual as a formal sociological notion 
needs historical articulation. Intellectuals are a_historical-social’ 
phenomenon, with emphasis on the historical side. Specific patterns 
of men of learning may be intellectuals in one period but irrelevant 
in another. As a matter of fact, a classification of intellectuals can 
merely establish historical categories. Sophists and rhetors, humanists 
and printers, physicians and journalists, sociologists and writers are 
intellectuals in specific historical circumstances. 

It is indeed true that in technological mass societies the general 
trend is toward calling all men of learning engineers. Aron mentions 
explicitly that in Russia every author, savant, and poet is an engineer. 
This tendency is not strange to our ways of thinking. Some agencies 
in our country believe that it is possible to create convictions by 
applying certain techniques of mass manipulation. It is a universal 
development. But the French intellectuals have not been interested 
in such modes of thinking in the direction of total technology. They 
have believed that the dogmatic system of Marxism gives them the 
truth about historical development, including a knowledge of the 
intellectual’s function in the progress of history. 

Aron has accumulated much information to make it understandable 
that a great proportion of the French intellectuals remained true to 
this pattern after the revolutionary dreams of Resistance and Libera- 
tion were gone. In their minds the elements of frustration, nihilism, 
and existentialism may end in a desire for absolute and certain verities. 
Aron sees that the French intellectuals have accepted the Marxist- 
Leninist doctrines as establishing intellectual security and certainty 
as part of historical truth. The intellectuals have taken to such 
principles as the drug addict takes to opium. The religion of Marxism 
is the opium of the intellectuals. 
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One can agree with Aron that these doctrines have become a 
secular religion. But it is misleading to say that Marxism is a 
Christian heresy. Marxism presupposes the complete rejection of all 
previous religions. Marx established a secular religion, just as Saint- 
Simon and Comte established secular religions of total progress and 
messianic revolution. The idea of a secular religion belongs to the 
modern revolutions. Since Robespierre enthroned the goddess of 
reason in Notre Dame, the modern revolutions, when victorious, have 
been the realization of a pseudo-religious meaning. The modern 
revolutions are holy wars because they bring about the total salvation 
of mankind from all suffering and suppression. Today Mr. Khrushchev 
speaks of the holy Lenin. In moving from the cult of the goddess of 
reason to the worship of the dead leaders of Bolshevism we pass from 
the apocalypse of Enlightenment to the eschatology of historicism. 

Aron opposes his own philosophy of history to the Hegel-Marx 
pattern. He stresses the point that we are capable of choice and 
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decisions because we are able to make transparent the complex web 
of historical conditions that determine our lives. Granted historicism, 
there remains the sovereignty of interpreting the historical context 
through a reflection that is historical and transhistorical. Aron’s 
position is close to that of Dilthey and Isaiah Berlin. He points out 
that in the recognition of this philosophical conquest of historicism 
there is a way out of the pseudo-religion to which too many intel- 
lectuals are still dedicated. 

It is good to know that Mr. Aron has resumed his academic work. 
For a student of philosophy and sociology to have understood the 
human situation in all details of social action is an invaluable experi- 
ence that no books can give. One trusts that Mr. Aron will continue his 
valuable Proustian work @ la recherche de Montaigne perdu, revital- 
izing the discipline of skepticism and the moral integrity of its 
uncertainties. 

ALBERT SALOMON 


Graduate Faculty of the New School 
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